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HEARING  ON  COMPETITIVE  POLICY  COUNCIL'S 
SECOND  ANNUAL  REPORT  "A  COMPETITIVE- 
NESS STRATEGY  FOR  AMERICA  " 


WEDNESDAY,  MARCH  17.  1993 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  2  p.m.,  in  room  2359- 
A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce  (chair- 
man of  the  committee)  presiding. 

Chairman  LaFalce.  The  Committee  on  Small  Business  will  come 
to  order. 

This  afternoon  our  committee  is  receiving,  on  behalf  of  the  U.S. 
House  of  Representatives,  the  "Second  Annual  Report  to  the  Presi- 
dent and  Congress"  submitted  by  the  Competitiveness  Policy  Coun- 
cil. This  hearing,  in  fact,  will  be  the  first  in  a  series  of  hearings  by 
this  committee  in  the  103d  Congress  to  examine  various  issues  on 
competitiveness  and  particularly  those  that  affect  small  business. 

The  Competitiveness  Policy  Council  is  the  creation  of  the  Omni- 
bus Trade  and  Competitiveness  Act  of  1988,  an  initiative  which  I 
promoted,  and,  in  fact,  is  the  descendant  of  a  bill  that  I  submitted 
in  1986,  the  Council  on  Industrial  Competitiveness  Act.  Indeed,  I 
had  submitted  predecessor  bills  going  back  to  1983. 

The  1988  Competitiveness  Policy  Council  was  mandated  to, 
among  other  duties,  "recommend  national  strategies  for  enhancing 
U.S.  productivity  and  international  competitiveness."  It  was  also 
given  the  power  to  establish  subcouncils  of  public  and  private  lead- 
ers to  analyze  specific  competitiveness  issues.  This  second  annual 
report,  which  we  receive  today,  is  the  product  of  the  subcouncils' 
deliberations  in  this  past  year. 

The  Council  and  its  report  hold  special  interest  for  me.  In  June 
1983,  10  years  ago,  as  chairman  of  the  Economic  Stabilization  Sub- 
committee of  the  Banking  Committee,  I  began  a  series  of  hearings 
on  the  competitiveness  problems  facing  the  United  States.  I  said, 
10  years  ago, 

America's  predominant  economic  position  in  the  world  is  in  jeopardy,  and  the  con- 
sequences of  continued  decline  in  our  industrial  competitiveness  will  mean  a  perma- 
nently dislocated  work  force  and  reduced  standard  of  living  for  most  Americans. 

I  also  noted  then  that. 

The  last  decade  has  sent  an  unmistakable  message.  It  is  now  time — in  fact,  past 
time — to  respond.  If  we  sit  back  and  do  little  but  rely  on  the  truisms  that  ignore  the 
current  realities  of  global  competition,  then  foreign  industries  and  workers  will  con- 
tinue to  enjoy  a  critical  advantage. 

(li 


These  words  ring  as  true  today  as  they  did  10  years  ago. 

Witnesses  in  that  series  were  no  less  than  then-Governor  of  Ar- 
kansas Bill  Clinton;  Robert  Reich,  Laura  D'Andrea,  now  the  Chair 
of  the  Council  of  Economic  Advisors;  and  Ira  Magaziner,  now  in 
the  White  House  with  many  responsibilities,  but  principally  re- 
sponsible for  health  care  reform,  an  integral  part  of  the  economic 
reforms  that  the  President  wishes  to  bring  about. 

I  might  also  add  that  Dr.  Tyson  and  I  both  had  the  pleasure  of 
serving  on  the  Council's  Manufacturing  Subcouncil.  I  am  pleased  to 
note  that  many  of  the  Manufacturing  Subcouncil's  recommenda- 
tions already  have  been  incorporated  into  President  Clinton's  an- 
nounced policies  for  a  more  competitive  America. 

Such  ideas  as  a  national  network  of  manufacturing  extension 
centers,  greater  emphasis  on  dual-use  research  and  development  of 
military/civilian  technology,  and  a  shift  in  the  ratio  of  Federal 
funding  between  military  and  civilian/dual-use  research  to  50-50, 
all  were  proposed  by  our  subcouncil  and  have  been  adopted  by 
President  Clinton. 

Recently,  I  have  noticed  a  spate  of  press  and  journal  articles  be- 
moaning the  U.S.  slide  toward  a  so-called  industrial  policy.  Last 
week  the  Wall  Street  Journal  featured  a  piece  entitled,  "The  Great 
Industrial  Policy  Hoax"  that  highlighted  the  alleged  "mistakes" 
that  Japan's  MITI  has  made  in  selecting  sectors  for  government  at- 
tention. These  have,  according  to  the  author,  led  to  "disappoint- 
ment and  wasted  resources." 

Let  me  emphasize,  however,  that  those  who  continue  to  frantical- 
ly wave  the  warning  flag  against  picking  "winners  and  losers" 
have  missed  the  basic  points  of  what  it  means  to  be  competitive 
and  how  a  Nation  reaches  this  goal.  I  have  no  doubt  that  Japan 
and  MITI  have  suffered  failures  and  false  choices.  I  also  have  no 
doubt  that  they  have  had  breakthroughs  and  successes  that  they 
would  not  have  otherwise  had.  But  that  is  beside  the  point. 

The  issue  is  not  whether  the  United  States  follows  Japan's  meth- 
ods— or  the  EC's  for  that  matter — of  competing.  The  issue  is  what 
role  should  the  U.S.  Government  play  that  will  most  effectively 
support  and  strengthen  factors  contributing  to  the  private  sector's 
competitiveness. 

I  know  that  the  Manufacturing  Subcouncil  stated  fervently  at 
the  outset  of  its  deliberations  that  the  primary  responsibility  for 
our  Nation's  competitiveness  lies  with  the  private  sector.  What  the 
Clinton  administration  is  doing,  and  what  the  Competitiveness 
Policy  Council  is  recommending,  is  simply  adopting  policies  that 
will  allow  the  private  sector  to  "be  all  that  it  can  be." 

The  difference  between  picking  "winners  and  losers"  and  pursu- 
ing a  competitiveness  strategy  as  the  Council  and  President  Clin- 
ton advocate  is  that  the  latter  addresses  the  underlying  fundamen- 
tals of  competitiveness:  Savings;  investment;  infrastructure;  fiscal 
policy;  education;  and  training. 

We  do  our  country  and  its  citizens  a  disservice  if  we,  as  a  Gov- 
ernment, fail  to  recognize  that  we  are  in  a  new  era  of  increasingly 
intense  international  competition.  We  must  not  fail  to  lead,  to  have 
the  insight  to  shift  to  new  ways  of  approaching  problems. 

I  do  not  advocate  having  the  U.S.  Government  stepping  in  to 
solve  the  private  sector's  problems,  nor  do  I  advocate  the  U.S.  Gov- 


ernment  turning  its  back  on  problems  owing  to  a  outdated  competi- 
tiveness theology  in  the  name  of  "free  trade." 

This  brings  me  to  another  point. 

We  must  not  confuse  our  efforts  toward  economic  security  and 
improved  competitiveness  with  a  weakened  commitment  to  multila- 
teralism and  an  open,  fair,  international  trading  system.  President 
Clinton  has  clearly  stated  this  country's  strong  commitment  to 
multilateralism  in  the  trade  arena,  but  this  commitment  does  not 
mean  that  we  stand  idle  or  defenseless  while  our  trade  competitors 
freely  pummel  our  industries  with  practices  that  clearly  put  our 
private  sector  at  a  disadvantage,  nor  does  it  mean  that  we  should 
adopt  the  same  practices. 

It  does  mean  that  we  reassess  the  policy  environment  imposed  on 
our  private  sector  and  honestly  evaluate  how  we  can  compete  more 
smartly.  In  the  final  analysis,  it  means  that  we,  as  a  Nation,  must 
understand  where  we  are  going  and  what  the  problems  are  in 
order  to  achieve  the  goals  and  opportunities  that  we  envision  for 
our  future. 

That  is  why  I  am  pleased  to  have  Dr.  Fred  Bergsten,  the  chair- 
man of  the  Competitiveness  Policy  Council,  present  to  the  commit- 
tee the  Council's  thorough  and  painstaking  analysis  of  our  coun- 
try's competitiveness  problems  and  how  the  Council's  members  be- 
lieve these  problems  should  be  addressed  and  turned  around. 

We  are  also  pleased  to  have  with  us  the  chairperson  of  one  of  the 
subcouncils  of  the  Competitiveness  Policy  Council,  Mr.  Lynn  Wil- 
liams, the  president  of  the  United  Steelworkers  of  America. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Before  we  proceed  with  the  testimony  of  Dr. 
Bergsten  and  Mr.  Williams,  I  ask  Mrs.  Meyers,  the  ranking  minori- 
ty member,  if  she  has  any  statement  that  she  would  wish  to  make. 

Mrs.  Meyers.  I  would  like  to  make  a  brief  statement. 

Mr.  Chairman,  I  thank  you,  and  I  thank  you.  Dr.  Bergsten  and 
Mr.  Williams  for  joining  us  today  to  discuss  the  findings  and  rec- 
ommendations contained  in  the  Competitiveness  Policy  Council's 
Second  Annual  Report. 

The  Council's  mission  to  identify  those  factors  contributing  to 
America's  competitiveness  problems  and  point  to  some  solutions  to 
those  problems  is  an  extremely  important  one.  I  do,  however,  have 
some  concerns  which  you  may  be  able  to  address  today. 

In  examining  the  composition  of  the  Council,  one  very  important 
question  comes  to  mind:  Where  are  the  representatives  of  this 
country's  20  million  small  enterprises?  I  ask  the  question  noncriti- 
cally  as  we  approve  of  much  that  you  have  done  and  many  of  the 
recommendations  that  you  have  made.  But  the  Council  does  appear 
to  be  dominated  by  big  business,  labor,  government,  and  theorists, 
not  by  small  business. 

While  small  enterprises  create  more  new  jobs,  products,  and 
services  than  any  other  segment  of  our  society,  I  believe  their  in- 
terests and  unique  perspective  may  have  been  neglected  by  the 
Council.  This  is  a  widespread  problem  that  extends  far  beyond  the 
Competitiveness  Policy  Council. 

In  your  prepared  statement.  Dr.  Bergsten,  you  applaud  the  ad- 
ministration for  creating  a  National  Economic  Council,  and  I  agree 
that  establishing  this  Council  was  a  very  good  idea.  Unfortunately, 


however,  there  is  no  representative  of  small  business  on  that  Coun- 
cil. 

I  personally  wrote  to  President  Clinton  about  2  months  ago  ex- 
pressing my  concern  at  that  situation.  In  the  same  letter,  I  also  ex- 
pressed my  concern  that  the  administration's  Health  Care  Task 
Force  has  no  small  business  representative. 

As  members  of  the  Small  Business  Committee  and  advocates  for 
small  business,  I  feel  very  strongly  it  is  our  responsibility  to  insist 
that  small  business  be  given  a  voice  in  more  of  these  arenas  in  all 
Councils,  task  forces,  and  the  like  because  sometimes  their  needs 
and  concerns  are  very,  very  different  from  that  of  big  business. 

This  pattern  of  excluding  or  minimizing  the  views — and  I  don't 
mean  to  indicate  that  you  have  excluded  or  minimized,  but  I  do 
think  that  there  is  a  pattern  of  not  being  inclusive  of  small  busi- 
ness— in  vital  policy  discussions  should  end. 

I  hope  that  you  will  address  these  concerns  in  your  oral  testimo- 
ny today,  or  during  questions,  and  raise  them  with  the  other  mem- 
bers of  your  Council,  making  every  effort  to  change  the  situation. 

I  would  be  happy,  as  I  am  sure  the  chairman  would,  to  offer  the 
committee's  help  in  identifying  small  business  advocates  willing  to 
serve  on  the  Council  and  on  its  subcouncils. 

Thank  you,  Mr.  Chairman,  and  I  look  forward  to  the  testimony. 

[Mrs.  Meyers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much. 

Dr.  Bergsten. 

TESTIMONY  OF  C.  FRED  BERGSTEN,  CHAIRMAN, 
COMPETITIVENESS  POLICY  COUNCIL 

Dr.  Bergsten.  Mr.  Chairman,  thank  you  very  much  for  holding 
these  hearings  to  receive  our  Second  Report  to  the  President  and 
Congress. 

When  you  were  describing  the  genesis  of  this  Commission  at  the 
outset,  I  thought  you  quite  rightly  could  have  said  that  you  your- 
self were  the  creator,  because  it  does  go  back  to  initiatives  that  you 
took  a  number  of  years  ago.  I  remember  testifying  personally  at 
these  initial  hearings  that  you  held  on  this  topic  back  in  1983,  and 
I  am  delighted  that  at  least  this  part  of  the  initiative  that  you  took 
at  that  time  has  reached  fruition. 

I  would  say  right  up  front  that  I  think  your  experiment  has 
worked  very  well.  I  call  it  an  experiment  because  you  and  the  rest 
of  the  Congress,  in  creating  this  Council,  decided  to  do  something 
quite  different  from  the  normal  Government  commission.  This  is  a 
bipartisan  Council,  with  half  its  members  designated  from  each 
party.  It  is  quadripartite;  there  are  members  in  equal  numbers 
from  business,  labor,  government — Federal  and  State — and  the 
public  at  large.  It  is  appointed  equally  by  the  President,  the 
Senate,  and  the  House.  That  is  not  quite  an  overdetermined  equa- 
tion, but  it  is  a  very  tricky  mix  that  I  would  say  has  worked  ex- 
tremely well. 

We  have  now  filed  a  second  report  whose  conclusions  were 
reached  with  virtual  unanimity.  There  was  a  lot  of  heated  and 
active  debate,  but  it  did  not  preclude  our  coming  up  with  some 
very  meaningful  and  very  specific  recommendations.  What  we  have 


given  you  is  a  detailed  blueprint  for  a  competitiveness  strategy  for 
America,  and  I  think  at  least  so  far  the  experiment  has  worked 
very  well. 

You  called  on  us  in  your  authorization  to  become  a  national 
forum  to  discuss  and  address  the  competitiveness  issue.  We  did 
that  by  setting  up  eight  subcouncils  composed  of  over  200  leading 
Americans  from  these  same  sectors — including  one  under  Lynn's 
leadership  on  the  training  side — to  develop  the  ideas  from  which 
the  full  Council  could  draw,  and  that,  too,  I  think  has  worked  ex- 
tremely well. 

Right  at  the  top,  I  would  like  to  address  Mrs.  Meyers'  question 
about  the  participation  of  small  business,  because  this  is  the  Small 
Business  Committee.  On  the  full  Council,  we  have  only  three  mem- 
bers from  business.  We  tried  to  keep  the  whole  Council  small.  That 
was  the  original  idea.  So,  you  are  right,  we  did  not  have  any  small 
business  representatives.  But  we  did  have  Sandy  Trowbridge,  for- 
merly of  the  National  Association  of  Manufacturers,  which,  of 
course,  represents  a  large  number  of  small  as  well  as  large  Ameri- 
can firms.  He  brought  to  our  deliberations  almost  a  decade  of  expe- 
rience in  that  role,  and  there  were  occasions  to  inject  the  concerns 
of  small  business. 

Our  subcouncils  included  a  lot  of  people  from  smaller  firms. 
Howard  Rosen,  my  colleague  and  our  executive  director,  is,  in  fact, 
right  now  adding  up  the  number  so  we  can  give  it  to  you.  But, 
again,  we  deliberately  made  sure  we  had  representation  from  small 
business  on  our  subcouncils.  We  may  not  have  done  enough,  but  we 
certainly  tried  to  do  that  and  have  some  measure  of  success. 

I  can't  speak  for  the  National  Economic  Council  that  the  admin- 
istration has  set  up.  You  are  right  that  small  business  is  not  repre- 
sented there  per  se,  but  the  Secretary  of  Commerce  is  on  that 
Council,  and  part  of  his  responsibility  is  to  deal  with  small  busi- 
ness, so  at  least  in  that  sense  there  is  representation. 

I  am  happy  to  discuss  that  issue.  We  may  not  have  done  enough 
on  our  own  Council,  and  if  we  can  figure  out  how  to  do  more,  we 
would  be  delighted  to  do  so. 

Let  me  give  you  a  brief  summary  of  where  we  have  come  sub- 
stantively with  this  second  report.  If  you  recall,  a  year  ago  when 
we  gave  you  our  first  report,  we  concluded  unanimously  that  the 
Nation  had  deep-seated  competitiveness  problems  and  needed  a 
comprehensive  strategy  to  address  them.  We  laid  out  the  broad  out- 
lines of  a  strategy  at  that  time,  and  we  indicated  that  we  expected 
this  second  report  to  present  a  detailed  blueprint.  We  then  set  up 
these  eight  subcouncils  to  address  what  we  thought  were  the  most 
important  priority  issues  under  the  heading  of  American  competi- 
tiveness. We  developed  in  those  subcouncils  some  detailed  thoughts 
on  each  of  the  issues,  and  our  full  Council  then  tried  to  pull  them 
together,  to  prioritize  them  and  give  you  an  overarching  strategy. 

We,  in  the  full  Council,  do  not  endorse  everything  that  is  in  the 
subcouncil's  reports,  but  we  think  they  are  an  extremely  important 
and  valuable  source  of  information,  analysis,  and  proposals,  and  so 
we  are  simultaneously  publishing  both  volumes. 

I  was  delighted  to  hear,  Mr.  Chairman,  that  you  intend  to  hold 
hearings.  I  would  recommend  that  you  invite  our  subcouncil  Chairs 
to  talk  to  you  about  each  of  those  individual  reports,  because  each 


of  them  represents  an  enormous  amount  of  work  by  a  talented 
group  of  Americans. 

I  might  add  that  we  had  22  Members  of  Congress  participating  in 
the  subcouncils.  Mr.  Chairman,  you  were  on  one  of  them.  A 
number  of  Senators  and  Congressmen  were  on  the  others.  We  had 
19  officials  of  the  Bush  administration,  which  was  in  office  during 
the  period  when  most  of  this  work  was  done.  Besides  those  repre- 
sentatives of  the  Federal  Government,  and  there  were  many  par- 
ticipants from  State  and  local  governments  from  around  the  coun- 
try. We  feel  that  what  we  present  here  today  represents  a  wide- 
spread consensus  of  both  parties,  all  sectors  of  commerce,  all  re- 
gions of  the  country,  and,  therefore,  we  feel  that  it  can  make  an 
important  contribution  to  the  public  debate. 

We  also  noted  in  our  first  report  a  year  ago  that  1992  was  prob- 
ably not  going  to  be  a  very  good  year  for  policy  action  because  it 
was  an  election  year.  There  would  be  lots  of  debate.  We  tried  to  do 
that,  but  we  went  on  to  say  that  1993  would  probably  be  the  year 
for  action,  and  that  appears  to  be  the  case,  with  the  new  adminis- 
tration working  with  the  Congress  and  making  specific  proposals  in 
a  lot  of  areas. 

We  suspect  that  1993,  in  fact,  presents  a  unique  opportunity  to 
make  some  fundamental  attacks  on  the  deep-seated  competitive- 
ness problem  in  the  country  that  has  been  building  for  at  least  two 
decades. 

We  are  proud  to  have  contributed  a  bit  to  the  consensus  for  such 
action,  and  today  we  lay  before  you  a  number  of  specifics. 

I  should  report  that  we  provided  a  number  of  inputs  to  the  new 
administration  as  it  was  developing  its  program  throughout  the 
transition  period.  Secretary  of  Labor  Reich,  then  in  charge  of  over- 
all economic  policy  matters  in  the  transition,  met  with  us  exten- 
sively in  early  December.  I  know  he  used  our  materials  extensive- 
ly, and  I  know  a  number  of  other  people  in  the  administration  did 
so  as  well,  and  I  feel  that  we  were  able  to  make  a  healthy  contribu- 
tion to  them. 

One  result  is  that  there  are  similarities  between  the  administra- 
tion's program  and  the  program  that  we  lay  before  you  today,  both 
in  terms  of  broad  headings  and  in  the  specifics.  We  are,  therefore, 
quite  encouraged  by  the  outlook  for  policy  change,  particularly  be- 
cause of  the  long-term  focus  of  many  of  the  proposals  that  have 
emanated  from  the  new  administration.  We  suggest  basic  invest- 
ment strategies  in  human  capital,  public  infrastructure,  and  tech- 
nology commercialization,  and  we  are  delighted  that  a  number  of 
those  areas  are  being  addressed  by  the  new  administration. 

Incidentally,  we  explicitly  support  the  budget  program  proposed 
by  the  Clinton  administration  as  a  good  first  step  toward  raising 
national  saving  and  providing  a  way  to  fund  the  competitiveness 
program  that  is  required. 

In  a  number  of  these  areas  we  offered  detailed  proposals.  I  won't 
try  to  summarize  the  full  array  of  them  today.  That  would  take  too 
much  time.  But  I  am  happy  to  address  any  specifics  that  you  want 
to  talk  about,  and  our  subcouncils  would  be  happy  to  participate  in 
subsequent  hearings  that  you  have. 


Let  me  address  several  areas  where  I  think  our  Council  report 
makes  headway  and  differs  from  what  the  administration  has  pro- 
posed. 

First,  we  suggest  some  specific  goals  for  the  American  economy, 
and  we  suggest  that  the  success  of  the  President's  program,  the 
Congress'  program,  and  our  own  proposals  be  gauged  against  that 
benchmark.  The  administration,  for  its  part,  has  not  put  forward 
any  goals  against  which  to  judge  its  proposals. 

The  first  goal  is  to  raise  national  productivity  growth  to  an 
annual  rate  of  2  percent.  That  does  not  sound  very  dramatic  until 
you  consider  that  annual  average  productivity  growth  for  the  last 
20  years  has  been  0.7  percent,  and  the  difference  between  our  goal 
and  what  has  happened  in  the  last  20  years  implies  a  one-third  dif- 
ference in  the  average  income  of  an  American  family  within  one 
generation. 

These  tiny  differences  in  productivity  growth,  which  is  what  de- 
termines standards  of  living,  can  make  a  huge  difference  to  the 
welfare  of  the  average  American.  Unless  we  get  productivity  up, 
we  are  not  going  to  raise  the  standard  of  living  up  in  anything  like 
the  time  period  that  we  are  discussing. 

The  second  goal  is  to  accelerate  economic  growth  to  an  annual 
average  of  3  to  3V2  percent.  Productivity  growth  is  not  enough.  We 
know  that  companies  can  increase  productivity  by  laying  off  work- 
ers and  avoiding  the  objective  of  increasing  employment.  We  have 
to  couple  higher  productivity  to  the  increase  in  the  labor  force  and 
get  economic  growth  up  to  3  to  3^2  percent. 

Most  economists  think  that  the  underlying  capacity  of  the  U.S. 
economy  to  grow  is  something  like  2  percent,  or  at  the  most  2V2 
percent.  We  are  saying  that  it  has  to  be  a  lot  more,  and  we  have  to 
judge  the  success  of  any  program  against  that  objective. 

As  our  third  goal,  we  want  to  eliminate  the  external  deficit  that 
has  made  the  United  States  as  the  world's  largest  debtor  country. 
Over  the  last  decade,  we  have  run  up  $1  trillion  of  cumulative 
trade  deficit.  That  means  that  we  have  had  to  borrow  $1  trillion 
from  abroad.  We  moved  from  being  the  world's  largest  creditor 
country  to  the  world's  largest  debtor,  and  that  debt  is  still  growing 
at  a  rapid  rate.  We  believe  that  these  deficits  should  be  financed 
from  domestic  sources,  and,  therefore,  we  set  eliminating  the  exter- 
nal deficit  as  an  important  goal. 

Those  are  the  goals  we  propose,  and  we  encourage  you,  the  ad- 
ministration, and  everybody  else  to  gauge  the  country's  progress 
against  those  benchmarks. 

We  laid  out  a  comprehensive  program,  and  I  will  briefly  summa- 
rize the  three  areas  where  we  would  go  beyond  what  the  adminis- 
tration has  proposed  so  far  to  improve  the  competitiveness  and 
strength  of  the  American  economy. 

The  first  is  support  for  private  investment,  which  speaks  directly 
to  small  business  concerns  since  that  is  such  a  critical  component 
of  private  investment  in  our  economy.  We  believe  two  broad  strate- 
gies have  to  be  followed  to  increase  productivity  growth.  One  is 
that  we  must  get  a  much  bigger  bang  for  each  investment  buck  by 
improving  our  infrastructure. 

If  we  are  to  increase  our  technological  prowess,  we  need  to  get  a 
higher  return  for  every  invested  dollar,  but  we  are  going  to  have  to 


invest  in  productivity  expansion  to  achieve  the  goals  that  I  men- 
tioned. We  will  have  to  shift  at  least  5  percent  of  the  GNP  into  pri- 
vate investment  by  the  end  of  this  decade  to  get  productivity 
growth  up  to  2  percent.  That  to  us  implies  a  need  for  significant 
incentives  for  private  investment.  So,  we  would  do  three  things 
that  go  well  beyond  what  the  administration  has  proposed. 

First,  we,  like  they,  would  restore  the  investment  tax  credit,  but 
we  would  call  it  an  equipment  tax  credit  to  make  clear  that  it  is 
aimed  at  high-payoff  equipment,  and  we  would  make  it  permanent, 
not  temporary,  for  all  firms.  We  would  apply  it  at  a  higher  rate — 
perhaps  as  high  as  15  or  20  percent — in  the  first  year  or  two  to  pro- 
vide an  extra  bang  up  front,  and  then  reduce  it  to  something  like 
10  percent  on  an  ongoing  basis.  We  believe  that  this  credit  will  pay 
for  itself,  and  we  believe  that  it  will  support  private-sector  evolu- 
tion of  the  type  that  is  needed. 

Second,  we  recommend  for  a  permanent  research  and  develop- 
ment tax  credit,  but  with  a  twist.  The  twist  is  that  it  should  apply 
not  only  to  product  innovation,  but  also  apply  to  innovations  in  the 
manufacturing  process. 

Our  Manufacturing  Subcouncil  on  which  you  served,  Mr.  Chair- 
man, and  our  Technology  Subcouncil  probed  deeply  into  what  ailed 
American  competitiveness.  The  found  that  it  was  frequently  not 
any  shortcoming  in  developing  new  products,  but  rather  in  bring- 
ing those  products  to  markets,  and  continuing  to  support  them 
through  the  third,  sixth,  or  tenth  iteration  of  the  product,  which  is 
what  wins  you  market  share.  That  is  why  it  is  often  said  that 
Americans  are  good  starters,  but  the  Japanese  are  good  finishers. 
We  frequently  don't  carry  the  process  through  to  the  extent  neces- 
sary to  win  market  share. 

We  want  to  provide  incentives  for  research  not  just  into  prod- 
ucts, but  also  into  the  manufacturing  process,  which  has  been  de- 
valued. We  encourage  industry  to  work  on  that  end  of  the  spec- 
trum in  order  to  improve  the  marketability  of  their  products.  We, 
therefore,  call  our  proposed  tax  credit  an  innovation  and  commer- 
cialization tax  credit,  to  focus  on  the  fact  that  commercialization  of 
technology  is  just  as  important  as  the  innovation  of  the  product. 

We  would  also  apply  our  credit  to  university-sponsored  research. 
If  industry  is  going  to  support  research  in  universities,  which  is 
then  available  to  all  of  industry  and  helps  the  economy  as  a  whole, 
they  should  get  a  higher  tax  credit.  Indeed,  we  suggest  a  25  percent 
credit  for  such  support  because  of  the  economywide  benefits  it 
brings. 

We  also  suggest  that,  in  those  cases  where  it  makes  sense,  firms 
be  allowed  to  get  together  under  the  same  legal  provisions  that 
permit  consortia  to  get  together  and  that  the  antitrust  laws  be 
waived  in  those  cases.  We  should  give  a  modest  tax  credit  to  firms 
to  support  research  in  those  contexts,  because  that,  too,  by  helping 
a  group  of  firms,  helps  the  country's  competitiveness  in  the  broad 
sense. 

Third,  we  would  provide  for  faster  depreciation  allowances,  par- 
ticularly for  products  and  investment  processes  that  become  obso- 
lete rapidly,  such  as  information  technologies.  In  this  area,  often 
you  have  to  put  a  new  generation  of  equipment  in  place  every  2 
years,  not  every  3  to  5  years. 


We  propose  a  three-part  program  to  increase  the  incentives  for 
private  investment  well  beyond  what  the  administration  has  pro- 
posed, because  we  think  that  it  is  critical  to  raise,  on  a  permanent 
basis,  the  share  of  private  investment  in  the  economy  to  get  the 
productivity  growth  that  is  essential. 

The  second  part  of  our  program  is  reform  of  the  education 
system.  We  deliberately  start  our  report  with  human  capital,  on 
the  view  that  even  if  we  did  everything  else  right,  we  won't  become 
a  competitive  country  unless  our  people  stand  up  to  international 
competition. 

We  think  there  is  a  fundamental  problem  in  the  education 
system,  and  we  have  been  led  in  that  thinking  by  one  of  our  full 
Council  members  who  also  chaired  our  Education  Subcouncil,  Al 
Shanker.  He  is  the  head  of  the  American  Federation  of  Teachers. 
His  proposals,  which  were  widely  endorsed  by  our  group,  start  from 
the  premise  that  our  students  in  high  school  don't  have  any  incen- 
tives to  do  well,  because  there  is  very  little,  if  any,  linkage  between 
how  well  they  do  in  high  school  and  whether  they  can  get  into  col- 
lege. They  can  all  get  into  all  but  the  most  elite.  There  is  very  little 
linkage  for  those  who  go  directly  into  the  work  force  from  high 
school,  between  how  they  do  in  school  and  what  kind  of  job  they 

get. 

We  need  a  program  that  would  provide  incentives  for  our  stu- 
dents to  do  well  in  school.  Over  a  period  of  time  that  would  dra- 
matically improve  the  capability  of  our  human  capital — workers 
and  our  people — and  that  we  feel  is  essential. 

Third,  in  the  area  of  trade  policy,  we  suggest  a  major  emphasis 
on  export  expansion.  Paula  Stern,  who  is  here,  was  a  member  of 
our  Trade  Policy  Subcouncil  and  helped  put  together  the  package 
of  proposals  that  were  developed  in  that  context. 

We  believe  that  much  of  the  current  trade  policy  debate  is  rather 
sterile,  and  that  what  is  needed  instead  is  a  concentrated  national 
effort  to  promote  American  sales  around  the  world.  This  is  of 
direct  concern  to  small  business. 

Only  10  percent  of  American  companies  export  at  all.  Only  3  per- 
cent of  American  companies  are  active  in  5  countries  or  more 
around  the  world.  There  is  a  massive  potential  in  the  economy, 
particularly  in  small  firms  that  have  not  yet  begun  to  participate 
in  international  trade,  to  strengthen  the  economy  by  exporting  and 
selling  around  the  world. 

The  world  market  is  four  times  the  size  of  the  American  market. 
It  is  folly  for  any  firm  to  concentrate  on  the  American  market 
rather  than  the  world  as  the  relevant  commercial  marketplace.  We 
believe  this  is  an  enormous  opportunity  for  American  growth  and 
leadership,  with  a  variety  of  high  payoff  for  the  country. 

We  put  together  a  six-part  export  expansion  program.  First,  be- 
cause your  markets  have  to  be  growing  if  you  are  going  to  export, 
we  call  for  a  global  growth  strategy  in  which  we  would  work 
through  the  G-7,  the  IMF,  and  other  institutions  to  push  our 
friends  in  the  other  big  markets — Japan  and  Europe — to  get  their 
economies  growing  again. 

The  new  administration  has  taken  initiatives  that  we  believe 
begin  to  come  to  grips  on  the  American  problems.  The  United 
States  is  now  in  a  much  stronger  position  to  go  to  other  countries 
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and  demand  that  they  get  in  shape,  and  there  are  policies  readily 
available  for  them  to  do  that. 

Second,  our  prices  have  to  be  competitive  in  the  world  market, 
and  that  means  the  exchange  rate  has  to  represent  the  underlying 
strength  of  the  economy.  We  know  that  the  dollar  was  overvalued. 
We  don't  think  that  there  is  any  general  overvaluation  of  the 
dollar  now.  We  think  the  yen  is  too  weak  and  needs  to  rise,  but  we 
need  to  go  back  to  an  international  monetary  system  that  will  keep 
exchange  rates  from  getting  out  of  line  and  pricing  our  exporters 
out  of  world  markets. 

In  the  1988  Omnibus  Trade  and  Competitiveness  Act,  there  is  a 
section  that  requires  the  United  States  Government  to  maintain  a 
competitive  exchange  rate  for  the  dollar.  Enforcing  that  provision 
is  a  second  key  element. 

Chairman  LaFalce.  I  am  somewhat  familiar  with  that,  too. 

Dr.  Bergsten.  Third,  we  have  to  ensure  access  to  foreign  mar- 
kets, and  that  means  negotiating  down  barriers  abroad  to  our  ex- 
ports. We  need  to  do  it  through  multilateral  arrangements,  like^the 
Structural  Impediment  Initiative  talks  with  the  Japanese.  But 
there  are  also  three  steps  that  we  need  to  take  on  our  own. 

First  is  the  area  of  export  credits,  which  this  committee  has 
looked  at  in  the  past.  Inexplicably,  the  current  administration  has 
frozen  the  level  of  export  finance,  and  the  long-run  program  calls 
for  a  cutback.  That  strikes  us  as  inconsistent  with  the  forward- 
thinking  strategy  that  I  talked  about. 

We  know  that  what  wins  contracts  is  export  credit.  Foreign  gov- 
ernments in  countries  like  Indonesia,  Thailand,  and  Brazil  are  the 
purchasers,  and  what  counts  to  them  is  the  interest  rate.  Private 
companies  can't  compete  in  that  area  with  the  export  agencies  of 
the  Japanese,  German,  and  British  Governments. 

Our  banks  have  to  do  more.  Only  3  to  6  percent  of  export  financ- 
ing authority  shows  up  as  budget  allocation,  so  it  is  a  very  low  cost. 
This  is  particularly  crucial  for  small  business.  We  worked  with 
some  of  the  few  private  banks  that  are  now  getting  back  in  the 
business  of  export  credit  packaged  loans,  bundling  credits,  and 
guarantees  to  provide  the  wherewithal,  the  financing,  and  the  guid- 
ance to  small  firms  around  the  country  to  help  them  get  into  the 
export  market. 

Paula  Stern  worked  hard  and  long  on  that.  You  might  want  to 
ask  her  to  come  up  and  talk  about  it  if  you  want  details  on  it. 

Another  major  area  for  unilateral  U.S.  action  is  to  get  rid  of  our 
own  export  disincentives.  We  talk  about  Japanese  barriers  to  our 
exports,  and  we  do  have  to  work  hard  to  get  those  down,  but, 
meanwhile,  we  erect  massive  barriers  to  our  own  exports:  national 
security  controls,  foreign  policy  controls,  and  a  lot  of  others  that 
are  carryover  from  the  Cold  War.  These  controls  block  billions  not 
just  of  dollars  but  tens  of  billions  of  dollars  of  U.S.  sales.  We  need 
to  thoroughly  review  those  disincentives  and,  if  possible,  hopefully 
eliminate  or,  at  a  minimum,  sharply  reduce  them. 

Finally,  we  simply  need  more  export  promotion.  Senator  Jay 
Rockefeller  was  a  member  of  our  subcouncil.  He  put  through  some 
legislation  last  year  in  that  direction,  but  we  think  much  more  is 
needed  in  order  to  make  the  United  States  Government  a  more 
active  and  effective  partner,  to  help  U.S.  business,  including  small 
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business,  penetrate  foreign  markets  where  it  has  not  done  so  effec- 
tively in  the  past. 

Education  reform,  private  incentives,  and  export  expansion.  Our 
Competitiveness  PoUcy  Council  feels  that  the  current  proposals 
before  the  Congress  are  inadequate  and  much  more  needs  to  be 
done. 

Let  me  say  one  more  word  on  the  future  role  of  our  Competitive- 
ness Policy  Council.  I  want  to  thank  the  Congress  and  you,  Mr. 
Chairman,  for  the  initiative.  I  think  the  experiment  so  far  as  least 
has  worked  very  well.  We  are  going  to  keep  our  eight  subcouncils 
in  existence  to  monitor  progress  in  the  policy  process  in  the  adop- 
tion and  pursuit  of  our  proposals. 

We  are  ready  to  testify  and  support  them  whenever  we  can. 

We  are  also  going  to  create  five  new  subcouncils,  because  we 
think  there  are  additional  areas  where  we  can  make  a  contribu- 
tion. To  help  develop  proposals,  for  example,  for  the  high-perform- 
ance workplace,  we  will  create  a  Labor  Relations  Subcouncil.  Lynn 
Williams  will  be  the  cochair  for  the  labor  side  of  that  subcouncil. 

Capital  allocation  and  the  competitiveness  aspects  of  health  care 
reform  must  also  be  examined  as  you  all  debate  and  decide  the 
future  of  America's  health  care  system.  Tort  reform  is  another 
enormous  cost  to  much  of  America's  industry,  as  are  a  number  of 
the  country's  social  problems,  which  make  education  so  hard  to 
pursue.  We  want  to  look  at  these  things  in  the  competitiveness  con- 
text as  well. 

To  conclude,  Mr.  Chairman,  we  now  feel  we  are  in  a  position  of 
the  competitiveness  ombudsman  that  you  and  the  rest  of  the  Con- 
gress essentially  asked  us  to  become.  We  didn't  want  to  take  on 
that  role  prematurely.  We  wanted  to  analyze  the  problem  thor- 
oughly and  lay  out  a  blueprint  of  our  own.  We  hope  to  apply  that 
blueprint  in  appraising  specific  proposals  that  come  before  the  ad- 
ministration, the  Congress,  and  the  public  in  developing  American 
policy  in  this  area. 

We  thank  you  for  giving  us  the  opportunity  to  develop  this 
report  and  to  develop  this  mechanism  to  do  it,  and  we  are  at  your 
disposal  whenever  we  can. 

[Dr.  Bergsten's  statement,  with  attachment,  may  be  found  in  the 
appendix.] 

Chairman  LaFalce.  Thank  you  very  much,  Dr.  Bergsten. 

Chairman  LaFalce.  Mr.  Williams. 

TESTIMONY  OF  LYNN  R.  WILLIAMS,  INTERNATIONAL 
PRESIDENT,  UNITED  STEELWORKERS  OF  AMERICA 

Mr.  Williams.  Thank  you  very  much,  Mr.  Chairman  and  Congres- 
spersons.  I  appreciate  very  much  the  opportunity  to  chat  with 
you  a  little  bit  this  afternoon. 

My  remarks  will  focus  on  what  the  Council's  recommendations 
mean  for  people.  Competitiveness  and,  more  specifically,  the  Coun- 
cil's overall  goal  of  doubling  labor  productivity  growth  is  the  key  to 
the  size  and  quality  of  life  of  our  middle  class.  Wage  rates  closely 
track  labor  productivity. 
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As  real  wages  have  declined  in  the  last  20  years,  so  have  the  for- 
tunes of  our  middle  class,  and  workers  in  general.  Even  if  their 
overall  standards  of  living  has  not  declined,  working  families  have 
found  themselves  running  and  working  harder  just  to  stay  in  place. 

The  key  to  keeping  alive  the  American  dream  of  generation- 
after-generation  increases  in  living  standards  lies  in  strengthening 
wages,  and  the  key  to  higher  wages  lies  in  stronger  productivity 
growth. 

The  Council's  recommendations  aim  to  raise  productivity  growth 
by  improving  the  way  we  outfit  our  work  force  for  economic  compe- 
tition. All  of  our  recommendations  have  one  thing  in  common: 
They  leverage  the  capabilities  and  increase  the  value  of  American 
labor. 

Our  strategies  listed  a  number  of  basic  principles,  one  of  which  is 
a  realization  that  unions,  as  the  workers'  own  organizations,  must 
be  enlisted  as  full  participants  in  developing,  designing,  and  bring- 
ing about  a  new  culture  of  workplace  organization  and  human  re- 
source development. 

Where  a  workplace  environment  is  soured  by  an  antiworker  or- 
ganization attitude,  it  is  difficult  to  envision  the  commitment  to 
substantive  changes,  which  our  report  recommends. 

Indeed,  the  systemic  change  inducing  the  transformation  of  edu- 
cation and  training  of  workers,  a  key  to  competitiveness  in  the 
global  economy,  recognizes  that  public  and  private  resources  will 
more  effectively  be  deployed  if  we  build  real  partnerships  between 
business  and  labor. 

Perhaps  the  recommendations  with  the  most  immediate  effect  on 
American  workers  are  in  the  area  of  training.  As  chairman  of  our 
Training  Subcouncil,  I  would  like  to  take  a  few  minutes  to  focus  on 
those  proposals.  I  have  already  mentioned  the  central  statistic  that 
real  wages  in  the  United  States  have  been  declining  for  20  years, 
but  this  overall  trend  masks  the  fact  that  the  drop  has  been  far 
faster  for  the  bottom  two-thirds  of  wage  earners. 

Since  1979,  the  share  of  full-time  workers  earning  poverty  level 
wages  has  jumped  by  50  percent.  As  a  result,  the  gap  between  rich 
and  poor  has  been  growing.  It  is  greater  today  for  American  males 
than  at  any  point  since  1940. 

Employees  without  college  degrees  have  borne  the  brunt  of  these 
trends.  Only  college-educated  workers  have  increased  income  since 
1979.  Everyone  else's  have  fallen. 

In  short,  we  have  created  two  wage  tracks:  High  incomes  and 
great  opportunity  for  those  able  to  get  a  good  education;  low  wages 
and  limited  opportunities  for  the  75  percent  of  high  school  students 
who  will  not  graduate  from  college. 

Our  competitors  invest  substantially  more  to  develop  the  skills  of 
their  workers,  particularly  those  of  noncollege  graduates.  Two- 
thirds  of  the  German  work  force  have  completed  an  extensive,  ap- 
prenticeship program  compared  to  less  than  ^lo  of  1  percent  in  the 
United  States. 

Japanese  firms  put  secondary  school  graduates  through  intensive 
training  programs  which  are  just  the  beginning  of  a  lifetime  of 
work-based  learning.  Overall,  the  United  States  spent  0.17  percent 
of  gross  domestic  product  on  employment  training,  while  France, 
for  example,  spends  four  times  as  much. 
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There  is  no  optimal  amount  of  national  investment  in  work  force 
training  that  will  guarantee  higher  productivity.  However,  it  is 
clear  that  the  United  States  is  underinvesting.  In  both  Germany 
and  Japan,  the  bottom  two-thirds  of  wage  earners  have  boosted 
productivity  faster  than  their  American  counterpart.  This  has  con- 
tributed to  stronger  wage  growth  and  more  equitable  income  distri- 
bution. America  must  respond  to  this  challenge. 

Chairman  LaFalce.  Just  a  minute,  Mr.  Williams. 

[Pause  in  proceedings.] 

Chairman  LaFalce.  Please  continue. 

Mr.  Williams.  For  these  reasons,  the  Training  Subcouncil  has 
proposed  reforms  in  four  main  areas:  One,  building  a  better,  more 
streamlined  training  system. 

The  General  Accounting  Office  has  determined  that  there  are 
125  different,  often  poorly  coordinated  Federal  employment  and 
training  programs  administered  by  no  less  than  14  agencies.  The 
Council  recommends  a  network  of  local  human  resources  develop- 
ment boards  to  serve  as  one-stop  shopping  for  people  seeking  train- 
ing services. 

National  occupational  skills  standards  should  be  established  to 
focus  the  training  efforts  of  both  students  and  employers. 

The  United  States  is  the  only  industrialized  nation  without  a 
formal  system  for  developing  and  disseminating  skills  standards. 

Encouraging  continual  skills  upgrading  on  the  job:  Many  obsta- 
cles prevent  firms,  especially  small-  and  medium-sized  enterprises, 
from  investing  more  in  the  development  of  their  workers. 

Two  of  the  biggest  concerns  are  about  employee  turnover  and 
cost.  The  subcouncil  identified  two  options  to  help  overcome  these 
hurdles: 

One,  institute  a  1.5  percent  payroll  training  guarantee  which 
would  require  firms  with  at  least  50  workers  to  invest  1.5  percent 
of  payroll  in  developing  the  skills  of  their  employees,  or  pay  the 
equivalent  into  a  national  training  fund. 

Two,  create  a  program  of  training  grants  for  firms,  unions,  and 
consortia,  coordinated  with  existing  State  modernization  and  cus- 
tomized training  programs  and  financed  through  general  revenues 
or  a  very  small  payroll  tax. 

In  addition,  individual  workers,  like  firms,  face  obstacles  to  skills 
upgrading.  Present  Federal  efforts  on  their  behalf  are  limited.  One 
problem  is  the  narrowness  of  the  tax  deduction  for  "job-related" 
training  expenses.  The  job-related  requirement  benefits  managers, 
with  their  broadly  defined  job  descriptions,  and  discriminates 
against  front-line,  shop  floor  workers.  Therefore,  the  subcouncil 
proposed  broadening  the  tax  deduction  to  include  skills  which  will 
promote  long-run  employment  security. 

Third,  integrating  school  and  work  for  high  school  students.  A 
third  of  our  high  school  graduates  drift  for  over  a  decade  between 
jobs  having  little  career  potential.  At  the  same  time,  our  employers 
lament  the  lack  of  qualified  young  workers.  The  subcouncil  en- 
dorsed a  range  of  efforts  to  help  communities  strengthen  their 
school  to  work  transition  programs,  including  the  provision  of  in- 
centives to  employers  and  unions  to  participate  in  apprenticeship 
and  other  programs,  creation  of  a  National  Youth  Service  Corps, 
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and  allocation  of  a  small  portion  of  Federal  economic  revitalization 
and  public  works  funding  to  youth  apprenticeship. 

Fourth,  strengthening  the  capacity  of  workers  to  adapt  to  change 
by  providing  generous  dislocated  worker  assistance. 

The  subcouncil  recommended  the  creation  of  a  comprehensive 
worker  adjustment  program,  backed  by  secure  and  adequate  fund- 
ing. The  program  should  offer  improved  job  search  assistance,  ade- 
quate income  support  during  longer  term  retraining,  a  wage  sup- 
plement to  help  workers  return  to  work  faster  without  suffering 
severe  income  drops  and,  in  the  absence  of  universal  health  insur- 
ance, some  degree  of  interim  health  care  coverage. 

The  challenges  of  dislocation  cannot  be  avoided,  nor  should  work- 
ers, firms,  and  society  bear  the  substantial  costs  of  job  losses.  We 
have  proposed  in  our  subcouncil  report  that  Congress  and  the  ad- 
ministration take  a  dramatic  step  forward,  enhancing  the  benefits 
available  to  dislocated  workers,  among  which  is  the  income  support 
feature  of  Trade  Adjustment  Assistance  which  is  essential  for 
longer  term  training. 

With  the  possible  advent  of  a  NAFTA  settlement  and  a  new 
GATT  agreement,  the  features  of  TAA  need  to  be  upgraded  and  its 
scope  expanded  to  include  at  least  those  affected  by  environmental 
requirements  and  defense  downsizing. 

Finally,  I  would  like  to  say  a  word  or  two  on  the  budget  deficit. 
As  president  of  the  United  Steelworkers  of  America,  I  see  deficit 
reduction  as  a  means  to  the  end  of  boosting  capital  investment,  not 
as  an  end  in  itself.  That  is  why  I  support  the  Council's  deliberate 
and  balanced  proposal  to  implement  immediately  a  program  to  cut 
the  deficit  in  half  over  4  years  and  to  conduct  a  mid-court  review. 

I  am  not  convinced  that  moving  more  rapidly  to  budget  surplus, 
as  suggested  by  some,  is  necessary  to  raise  national  savings  and  in- 
vestment. In  fact,  it  might  hurt  saving  and  investment  by  under- 
mining economic  growth. 

The  Council  believes  that  these  recommendations  would  form  the 
basis  of  a  successful  economic  strategy  for  the  United  States  over 
the  course  of  the  next  generation. 

I  would  just  like  to  add  a  word,  if  I  might.  Mrs.  Meyers  caught 
our  attention  with  the  words  about  small  business.  I  clearly  can't 
claim  to  be  a  small  business  representative  in  these  proceedings, 
but  we  do  represent  in  my  union  a  remarkable  number  of  small 
businesses. 

There  is  always  so  much  attention  to  what  we  are  doing  with  the 
major  steel  companies  or  the  major  automobile  companies,  but  the 
fact  that  we  do  represent  a  very  significant  number  of  small  busi- 
nesses is  often  lost. 

In  that  regard,  much  of  the  Council's  deliberations,  especially  in 
my  Subcouncil  on  Training,  and  I  would  say  in  the  Manufacturing 
Subcouncil  as  well,  focused  on  small  business  needs.  We  were  par- 
ticularly concerned  in  the  Training  Subcouncil  about  the  lack  of 
training  in  many  small  businesses  and  the  importance  of  finding 
new  ways  to  generate  that  activity. 

It  is  small  business  that  is  concerned  if  they  train  their  workers, 
why  the  person  in  the  enterprise  next  door  will  steal  them;  so,  the 
discouragement  of  training  generally.  We  have  discussed  frequent- 
ly how  to  address  that  situation. 
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Chairman  LaFalce.  Mr.  Williams,  before  you  make  that  next 
point,  I  am  going  to  have  to  interrupt.  We  now  have  6  minutes  to 
get  over  for  a  vote,  so  what  I  am  going  to  do  is  recess. 

Mr.  Williams.  I  am  just  going  to  agree  with  you,  Mr.  Chairman. 

Chairman  LaFalce.  There  will  be  plenty  of  time  for  that  later. 

We  will  recess  for  10  minutes.  We  will  resume  10  after  3. 

Thank  you.  The  committee  stands  in  recess. 

[Brief  recess.] 

Chairman  LaFalce.  The  Small  Business  Committee  will  resume 
its  deliberations.  Now  that  we  have  indicated  our  presence  on  the 
floor,  it  will  not  be  needed  again  until  about  midnight  when  we 
will  have  another  important  motion,  a  vote  on  the  motion  to  ad- 
journ. But  there  will  be  some  more  important  votes  tomorrow,  I 
assure  you  of  that. 

Mr.  Williams. 

Mr.  Williams.  I  just  had  one  final  point,  Mr.  Chairman,  which 
was  to  comment  in  the  small  business  area  that  we  agreed.  The 
Manufacturing  Subcouncil,  as  you  know,  was  also  keen  of  the  idea 
of  a  manufacturing  extension  service,  the  idea  that  we  should  be 
reaching  out  again,  particularly  to  the  smaller  manufacturing  en- 
terprises, and  having  ways  of  helping  them  in  terms  of  modern 
technology  and  work  systems,  encouraging  them  to  be  as  up-to-date 
as  possible. 

We  heard  some  interesting  testimony  from  a  number  of  States — 
Illinois  and  Maryland  come  quickly  into  my  mind — of  State  initia- 
tives in  that  area  which  are  very  interesting.  The  people  who 
talked  to  us  about  it  were  feeling  very  confident  and  successful 
about  what  was  happening,  and  they  were  able  to  be  helpful  and 
had  some  wonderful  war  stories  about  how  it  helped  enterprises 
turn  them  around.  It  was  very  encouraging. 

Thank  you. 

[Mr.  William's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Very  good. 

The  role  that  I  initially  envisioned  for  a  competitiveness  Council 
is  somewhat  different  than  it  was  finally  enacted  into  law  in  1988. 
It  had  to  undergo  a  series  of  revisions  based  upon  compromises.  If 
you  recall,  we  had  a  competitiveness  Council  in  the  trade  act  that 
was  vetoed  by  President  Reagan.  His  veto  message  listed  a  number 
of  reasons  for  vetoing  the  bill;  two  or  three.  Two  of  them  were  bills 
that  I  had  introduced. 

One  had  to  do  with  international  debt  and  the  other  had  to  do 
with  the  competitiveness  Council.  So,  we  made  some  revisions,  and 
this  was  enacted  into  law,  and  it  has  turned  into  primarily  an  advi- 
sory council.  Advisory  Councils  are  not  really  what  I  had  in  mind, 
but  they  are  better  than  nothing,  because  at  least  they  would  be 
able  to  focus  on  the  issue  of  competitiveness. 

What  I  really  did  have  in  mind  was  something  that  could  bring 
parties  together  and  target  on  specific  industries  and  try  to  assist 
different  industries  become  more  globally  competitive.  That  seems 
to  be  something  that  the  National  Economic  Council  is  attempting 
to  do. 

The  aerospace  industry  is  one.  There  is  a  relationship  here  that  I 
want  to  explore.  Initially,  too,  there  was  some  concern  that  the 
Competitiveness  Policy  Council  might  be  abolished  along  with  all 
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the  other  Councils  of  Government,  regardless  of  who  they  were, 
what  they  were,  or  what  they  did.  But  I  think  we  have  turned  that 
around. 

0MB  has  now  given  a  recommendation  to  the  President  that  this 
particular  Council  be  reinstated.  I  think  we  anticipate  a  presiden- 
tial budget  which  will  include  funding  for  this  Competitiveness 
Policy  Council,  and  I  am  very  pleased  at  that. 

I  think  some  of  the  highest  ranking  officials  within  the  adminis- 
tration, too,  are  seeking  the  presidential  appointment  to  the  Coun- 
cil as  the  President's  representatives.  I  will  not  mention  their 
names  right  now,  but  I  am  pleased  with  those  who  have  indicated 
their  interest  in  it. 

Now,  how  would  you  envision.  Dr.  Bergsten,  the  future  role  of 
the  Competitiveness  Policy  Council  and  the  future  role  of  the  Na- 
tional Economic  Council?  The  Competitiveness  Policy  Council  being 
an  advisory  council  and  then  the  National  Economic  Council  trying 
to  coordinate  the  implementation,  but  not  necessarily  what  you 
recommend,  but  whatever  decisions  the  functionaries  of  the  execu- 
tive branch  decide  upon? 

Dr.  Bergsten.  I  think  our  job  as  an  advisory  council,  Mr.  Chair- 
man, is  to  stay  ahead  of  the  curve  and  be  out  front  in  analyz- 
ing  

Chairman  LaFalce.  The  prodders,  the  catalysts? 

Dr.  Bergsten.  Recommending  changes  that  have  not  yet  gotten 
through  the  policy  process.  I  think  we  did  that  in  our  first  report  a 
year  ago  at  a  time  when  it  was  unpopular  to  talk  about  such 
things.  The  country  needed  a  comprehensive  competitiveness  strat- 
egy. We  talked  about  sector-specific 

Chairman  LaFalce.  It  is  my  understanding  that  the  chairman  of 
Mr.  Clinton's  policy  team,  Mr.  Reich,  upon  being  appointed  chair- 
man, called  for  each  and  every  recommendation,  all  the  backup 
work  your  Council  has  done  to  help  fashion  the  presidential 
agenda. 

Dr.  Bergsten.  He  called  me  the  day  after  he  was  chosen  to  head 
up  the  economic  policy  part  of  the  President's  team  and  said,  'T 
need  to  do  in  the  next  few  weeks  what  you  have  spent  a  year  and  a 
half  working  on."  He  came  in  and  met  with  us  in  the  first  week  of 
December  as  he  was  developing  their  plan,  and  I  have  it  from  him 
directly  that  it  was  very  helpful. 

Lynn  also  had  discussions  with  Secretary  Reich  down  in  Little 
Rock,  as  I  remember,  and  I  think  Reich  indicated  that  he  had 
drawn  a  great  deal  on  Lynn's  Training  Subcouncil  work  in  devising 
some  of  the  strategies  that  he  is  now  putting  together  as  Secretary 
of  Labor.  Is  that  fair? 

Mr.  Williams.  Yes;  that  is  fair.  But  the  Secretary  doesn't  present 
himself  as  a  neophyte  in  terms  of  training.  He  has  been  devoting  a 
great  deal  of  time  to  that  himself.  He  was  interested  initially  in 
what  we  were  doing  from  a  point  of  view  of  how  it  worked  with 
what  he  has  been  doing  over  the  years. 

Dr.  Bergsten.  The  fact  that  we  had  a  bipartisan  consensus 
coming  from  different  sectors  in  the  economy  was  helpful  to  the 
people  in  the  new  administration.  It  helped  flush  out  the  ideas  and 
gave  them  a  political  base  from  which  to  move.  Adding  into  every- 
thing else,  it  was  probably  useful. 
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Chairman  LaFalce.  I  certainly  concur  in  that. 

Mrs.  Meyers,  do  have  you  some  questions  that  you  would  like  to 
ask? 

Mrs.  Meyers.  Some  kind  of  a  survey — I  can't  remember  whose  it 
was  now  as  I  read  about  it  a  year  or  so  ago — of  small  business 
owners  indicated  that  they  had  two  very  top  concerns  or  desires  as 
far  as  business  was  concerned.  Since  you  did  not  directly  mention 
them  in  the  report,  I  would  like  to  ask  both  of  you  to  comment  on 
them. 

One  of  their  chief  desires  was  some  special  treatment  for  capital 
gains,  which  surprised  me  because  I  would  have  thought  that 
maybe  in  the  tax  area,  the  investment  tax  credit  would  have  been 
their  top  interest.  Instead,  it  was  some  special  treatment  for  capital 
gains. 

Their  number  two  interest  and  concern  was  the  extraordinary 
amount  of  regulation  levied  on  them  by  Government,  and  I  don't 
think  they  wanted  to  do  away  with  any  of  the  necessary,  the  safety 
kinds  of  regulations,  but  just  the  unnecessary  paperwork,  and 
sometimes  the  overkill  especially  that  which  the  Federal  Govern- 
ment forces  on  small  businesses  or  any  kind  of  business,  really. 

I  was  very  interested  to  see  that  you  are  going  to  have  five  new 
subcouncils,  and  I  think  that  sounds  like  it  would  be  very  produc- 
tive, especially  the  one  on  health  and  the  one  on  tort  reform.  Both 
of  those,  I  think,  should  be  very  good,  but  I  would  like  to  know  if 
you  have  any  intention  of  addressing  the  problem  of  regulation  and 
overregulation  and  what  that  does  to  us,  and,  also,  a  different  cap- 
ital gains  treatment  and  what  that  could  produce  for  us. 

The  reason  I  ask  is  because  our  competitors,  our  chief  competi- 
tors, I  think  Japan  has  virtually  no  capital  gains  tax  and  Germany 
has  certainly  a  very  low  capital  gains  tax.  Would  you  comment  on 
those  two  things? 

Dr.  Bergsten.  On  the  question  of  regulation,  probably  no  other 
topic  got  as  much  attention  from  the  people  we  talked  with  over 
the  last  year  as  our  not  addressing  it.  I  presented  our  first  report 
to  the  Business  Council — a  big  business  group — at  their  annual 
meeting  at  the  Homestead  last  year.  Many  of  them  suggested  that 
we  had  one  big  gap  in  our  agenda  and  that  was  the  area  of  regula- 
tory reform. 

There  were  a  couple  of  reasons  why  we  didn't  do  that,  although 
we  did  talk  about  it  and  considered  it  at  length.  One  reason  was 
that  the  question  of  overregulation  is  so  big,  and  encompasses  so 
many  different  types  of  regulation,  that  we  felt  we  couldn't  get  our 
arms  around  it.  So,  we  decided  to  single  out  a  couple  of  parts  of  the 
issue  that  might  be  the  most  important,  namely,  tort  reform  and 
the  regulatory  aspects  of  health  care,  and  see  how  those  affect  com- 
petitiveness. 

We  might  go  on  to  other  kinds  of  regulations  subsequently,  but 
we  wanted  to  address  those  elements  in  the  regulatory  framework 
that  we  felt  were  sufficiently  finite  to  address  but  were  neverthe- 
less very  important,  at  least  according  to  the  people  who  we  talked 
to,  and  see  what  we  could  do  about  them. 

Mrs.  Meyers.  You  don't  foresee  having  a  subcouncil  particularly 
addressing  the  issue  of  regulation  or  overregulation. 
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Dr.  Bergsten.  Not  in  the  comprehensive  sense.  But  really,  if  you 
break  it  down,  we  did  just  that.  The  term  "regulation"  covers  a 
wide  array  of  different  types  of  regulation.  You  really  need  differ- 
ent people  to  address  those  different  aspects.  So,  one  subcouncil 
would  not  be  an  efficient  way  to  go  about  it. 

We  picked  tort  reform.  A  lot  of  people  think  that  is  the  biggest 
component  of  the  issue.  We  will  develop  the  methodologies  that  are 
needed  to  assess  it.  Nobody  has  a  handle  on  how  big  the  effects  of 
these  things  are.  We  will  try  to  address  that  one  and  see  if  we  can 
come  up  with  useful  recommendations.  Then,  if  that  works  out 
well,  we  will  go  on  to  other  elements  of  overregulation.  These 
shared  views  probably  do  exist,  but  we  want  to  attack  the  problem 
piece  by  piece. 

On  the  question  of  capital  gains  tax  relief,  we  looked  at  that  very 
question  in  our  Capital  Formation  Subcouncil,  chaired  by  Peter  Pe- 
terson. He  spent  a  lot  of  time  on  it  and  came  to  the  bottom  line,  as 
you  did  yourself,  apparently,  that  there  was  not  so  much  in  it,  nei- 
ther as  a  saving  incentive  or  as  an  investment  incentive.  There  are 
other  alternative  devices,  like  depreciation  allowance  acceleration, 
that  would  do  more  on  the  investment  front. 

Sometimes  capital  gains  tax  reduction  is  viewed  as  a  saving  in- 
centive, but  it  turns  out  that  over  an  extended  period  of  time  it  is 
very  likely  to  increase  the  budget  deficit  and  increase  public  dissav- 
ing. So  if  you  got  some  benefit  on  the  personal  saving  side,  it  is  not 
clear  that  it  would  raise  national  saving. 

So,  we  did  look  at  that  issue  and  ended  by  leaving  it  out.  You  are 
right,  the  implicit  conclusion  was  that  it  was  not  worthy  of  inclu- 
sion in  our  program. 

Mrs.  Meyers.  I  did  not  mean  to  imply  that.  I  am  a  strong  sup- 
porter of  different  tax  treatment  for  capital  gains.  I  was  surprised 
to  see  that  small  business  ranked  that  above  the  investment  tax 
credit  was  what  I  meant.  But  I  know  that  capital  gains  is  not  a  rev- 
enue producer  for  Government  in  the  long  run.  I  do  recognize  that. 

Some  people  have  talked  about  it  as  a  means  of  deficit  reduction, 
but  it  doesn't.  It  produces  income  for  3  or  4  years,  then  it  stabilizes 
for  a  while,  and  then  it  is  probably  a  revenue  loser  in  itself,  except 
that  if  it  stimulates  the  economy  and  causes  investment  in  busi- 
ness, it  probably  is  not,  overall,  a  revenue  loser.  But  it  certainly 
does  not  produce  a  lot  of  benefit  for  the  deficit. 

I  guess  maybe  the  reason  that  I  have  supported  it  is  that  I  do 
think  that  it  brings  about  investment  in  stocks  and  in  business, 
generally,  in  this  country. 

Dr.  Bergsten.  There  are  very  different  judgments  on  that,  and 
different  studies  have  come  to  different  conclusions.  Some  respecta- 
ble analysts  think  it  would  have  a  proinvestment  effect  and,  there- 
fore, help  the  economy.  We  tried  to  weigh  those  different  views, 
and  our  group  simply  came  to  the  opposite  conclusion,  at  least  rela- 
tive to  the  alternatives,  and  in  particular  the  investment  tax 
credit. 

Accelerated  depreciation,  we  felt,  offers  more  bang  for  the  buck 
and  would  generate  more  investment  without  a  net  drain  on  the 
budget — not  that  we  are  worried  so  much  about  the  budget  per  se, 
but  any  increase  in  the  budget  deficit  further  reduces  national 
saving  and  that  moves  us  in  the  wrong  direction. 
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Mr.  Williams.  I  don't  have  much  to  add  to  what  Dr.  Bergsten 
said,  except  to  say  that  we  viewed  the  regulation  question  as  really 
the  particular  jurisdiction  of  the  other  competitiveness  policy  group 
headed,  then,  by  Vice  President  Quayle.  They  were  much  focused 
on  regulation  at  that  time. 

I  guess  I  would  like  to  comment  myself  that  I  think  some  of  the 
other  things  that  we  have  mentioned  already,  in  terms  of  the 
future  of  small  business,  are  more  significant  than  either  of  the 
two  elements.  For  example,  in  manufacturing  extension  service,  we 
were  talking  about  the  whole  training  area  of  upgrading  the  skill 
level  of  the  workers  in  small  business,  and  the  trade  export  thing 
which  Dr.  Bergsten  mentioned  earlier  that  American  enterprises 
lived  for  so  long. 

In  such  an  insulated  circumstance,  in  a  sense,  America  has  been 
self-sufficient  and  everybody  has  been  able  to  live  and  work  within 
the  American  economy.  Now  we  have  exposure  to  the  global  econo- 
my and  different  kinds  of  pressures  to  deal  with,  which  I  think 
that  are  particularly  challenging  for  smaller  enterprises. 

I  think  there  are  many  opportunities  around  the  world  for  our 
smaller  manufacturing  enterprises.  I  think  there  is  more  hope  for 
us  in  working  some  of  those  areas  than  there  is  in  fussing  unduly 
about  capital  gains  and  some  regulatory  matters. 

Mrs.  Meyers.  I  have  voted  for  most  of  these  measures,  and,  so,  I 
do  support  them,  but  I  also  know  that  I  am  hearing  a  lot  at  home 
from  primarily  small  business  people,  but  business  people  of  all 
kinds,  that  Congress  in  recent  years,  with  enacting  the  Clean  Air 
Act,  which  I  supported,  the  ADA,  which  I  supported,  civil  rights 
acts,  which  I  supported,  all  of  these  things  have  left  them  with  a 
burden  of  regulation  that  they  really  think  they  are  going  to  have 
a  hard  time  living  with  in  the  coming  years.  So,  as  you  create  your 
new  subcouncils,  you  might  concern  yourself  with  that. 

I  do  know  that  it  is  something  that  other  countries  may  not  have 
addressed  as  completely  as  this  country  has.  I  think  we  are  right  to 
do  it.  But  I  also  think  if  you  put  it  all  together,  it  is  an  issue  of 
competitiveness. 

Dr.  Bergsten.  There  is  one  other  recommendation  we  made  that 
I  should  mention  here.  We  discussed  it  fully  in  our  first  report,  and 
we  reiterated  it  here.  The  chairman  may  remember,  and  you  may 
remember  as  well,  that  in  that  famous  1988  Omnibus  Trade  and 
Competitiveness  Act  that  we  keep  referring  to,  there  was  a  require- 
ment that,  whenever  legislative  proposals  come  forward  for  action, 
they  include  a  competitiveness  impact  statement. 

It  is  the  law  of  the  land,  that  when  the  ADA  or  the  Clean  Air 
Act  or  any  of  these  bills  come  forward,  there  is  supposed  to  be  a 
competitiveness  impact  statement  attached,  just  like  the  environ- 
mental impact  statements.  But  nobody  ever  does  it. 

In  this  report,  we  strongly  advocate  that  the  law  be  observed  and 
that  major  legislative  proposals  have  attached  to  them  an  analysis 
of  their  impact  on  competitiveness.  You  may  pass  the  legislation 
nevertheless,  but  our  point  was  that  the  Congress  and  the  public 
should  know  what  will  be  the  effect  of  any  new  legislation,  includ- 
ing regulatory  reform,  on  the  country's  competitiveness.  That  is  an 
important  angle  to  be  considered. 
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We  reiterate  that  concern  in  our  report  now.  I  urge  your  mem- 
bers to  get  the  executive  branch  and  your  own  colleagues  to  abide 
by  the  statute  and  require  such  statements  to  be  appended.  They 
would  move  us  in  the  direction  that  you  are  talking  about,  at  least 
in  terms  of  future  additions  to  the  regulatory  framework.  They 
would  provide  you  with  a  handle  for  raising  a  competitiveness  flag. 

We  have  laid  out  some  very  detailed  proposals,  and  now  we  want 
to  watch  how  legislation  and  policies  square  with  or  do  not  square 
with  those  proposals.  We  hope  to  testify  and  make  public  state- 
ments and  otherwise  play  this  role  of  injecting  the  competitiveness 
consideration  into  the  debate. 

But  I  would  underline  that  you  have  a  tool,  which  you  voted  into 
the  law  5  years  ago,  that  permits  you  to  do  that  yourselves.  I  don't 
know  whether  you  will  have  to  take  your  colleagues  to  court  or 
simply  go  to  each  of  them  and  say,  "Let's  do  it."  But  you  do  have  a 
tool,  and  we  on  the  Council  strongly  recommend,  for  the  second 
time,  that  you  implement  the  law. 

Mr.  Williams.  I  don't  want  you  to  be  discouraged  from  voting  for 
these  good  things  that  you  have  been  voting  for.  Internally,  they 
provide  a  level  playing  field.  They  apply  to  everybody  in  the  coun- 
try, so  no  one  is  disadvantaged  vis-a-vis  the  other.  While  it  is  true 
that  the  U.S.A.  is  leading  in  some  areas,  in  other  areas,  as  com- 
pared to  advanced  countries,  we  are  behind  the  parade  in  terms  of 
burden  of  regulation,  if  you  want  to  think  about  it  that  way.  I 
think  of  most  of  those  things  as  trying  to  advance  the  quality  of 
life  in  our  society. 

But  family  leave 

Mrs.  Meyers.  One  that  I  didn't  support. 

Mr.  Williams.  I  was  hoping  that  you  had.  Think  of  family  leave, 
anyway.  What  we  have  in  America  is  way  behind  the  curve  in 
terms  of  family  leave.  Most  other  countries  have  more  generous 
family  leave  and  require  payment  of  workers.  I  don't  like  to  think 
of  those  as  advantages  or  disadvantaged.  We  should  be  doing  what 
we  can  to  improve  the  quality  of  life. 

Vacation  benefits,  for  example,  are  much  more  generous  in  most 
other  advanced  countries,  certainly  in  Europe,  than  they  are  in 
America,  so  it  cuts  in  a  variety  of  ways. 

Mrs.  Meyers.  Well,  I  thank  you  for  your  response,  both  of  you.  I 
will  continue  to  be  cautious  about  regulation  as  long  as  I  hear  as 
much  as  I  do  about  it  at  home. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you. 

Dr.  Bergsten,  who  are  the  presidential  appointees  to  this  Coun- 
cil? 

Mr.  Williams.  Excuse  me,  Mr.  Chairman.  Can  I  be  excused? 

Chairman  LaFalce.  Earlier,  you  said  you  had  until  3:30.  It  is 
beyond  the  time.  I  was  going  to  ask  you  some  nonprovocative  ques- 
tion like  a  steel  pact  between  the  United  States  and 

Dr.  Bergsten.  He  can  answer  that  as  he  walks  out. 

Mr.  Williams.  I  am  tempted  to  say,  does  that  excuse  you  for  a 
variety  of  reasons. 

Chairman  LaFalce.  My  prediction  of  whether  it  was  going  to  be 
the  Madonna  of  Canada,  as  the  next  prime  minister  or  the  contend- 
er for  that  title,  the  leader  of  the  NDP?  McLaughlin? 
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Mr.  Williams.  Audrey  McLaughlin. 

Chairman  LaFalce.  Then  1  was  going  to  ask  you  to  involve  your- 
self with  a  debate  on  the  Mexican-American  free  trade  agreement. 
I  was  hoping  you  would  be  able  to  speak  in  one  voice,  but  perhaps  I 
will  take  your  place. 

Mr.  Williams.  If  you  take  my  place,  you  are  going  to  be  a  long 
time  arriving  at  that  consensus. 

Chairman  LaFalce.  It  depends.  It  only  took  me  10  years  to  bring 
him  on  board  for  them. 

Who  are  the  presidential  appointees  now? 

Dr.  Bergsten.  The  President  has  four  appointees,  one  of  whom  is 
to  be  a  Government  official,  and  that  position  is  open. 

Chairman  LaFalce.  Barbara  Franklin? 

Dr.  Bergsten.  She  was  Bush's  appointee.  As  for  the  other  three, 
his  labor  appointee  is  Al  Shanker,  head  of  the  American  Federa- 
tion of  Teachers,  his  business  appointee  is  Sandy  Trowbridge, 
former  head  of  the  National  Association  of  Manufacturers,  and  his 
public  interest  appointee  is  Ed  Vetter,  who  runs  his  own  consulting 
firm  in  Dallas. 

Chairman  LaFalce.  So,  there  are  at  least  four  openings  in  that 
sense.  They  could  be  renamed  or  new  ones  could  be  appointed. 

Dr.  Bergsten.  Remember  that  the  President,  like  the  other  two 
appointers,  not  only  has  to  meet  the  four  functional  criteria  but 
has  to  be  bipartisan.  The  President  has  to  appoint  two  Republicans 
as  well  as  two  Democrats,  so  it  is  a  matrix  of  function  by  political 
affiliation. 

Chairman  LaFalce.  We  had  to  deal  at  the  time  with  the  admin- 
istration that  was  philosophically  opposed  to  the  concept,  so  there 
was  more  micromanaging  than  we  would  have  liked.  Turning  to 
the  future,  we  are  going  to  have  five  new  subcouncils.  High  per- 
formance work  places,  capital,  national  health  care,  social  prob- 
lems, and  tort  reform.  I  could  not  quarrel  with  any  of  those. 

What  do  you  mean  by  high  performance  work  places? 

Dr.  Bergsten.  I'm  sorry  Lynn  has  just  left,  because  he  has 
agreed  to  be  cochairman  of  that  subcouncil.  Reflecting  on  last 
year's  work,  we  felt  that  even  though  we  placed  considerable  em- 
phasis on  the  human  capital  side  of  things,  on  improving  the  capa- 
bility of  the  American  worker  through  education,  we  may  not  have 
done  enough  on  labor-management  relations  per  se.  In  what  I  hope 
is  a  sign  of  a  new  cooperative  era  as  these  two  sectors  begin  to 
work  together,  we  think  that  improving  labor  management  rela- 
tions is  terribly  important.  There  is  the  view  that  American  indus- 
try simply  has  to  move  toward  a  new  paradigm  of  business.  Call  it 
lean  production  systems,  but  American  companies  have  to  move  to 
world  class  manufacturing  process  standards. 

Some  of  American  industry  has  done  that,  and  remains  world- 
class,  but  a  lot  of  it  has  not.  Indeed,  the  majority  probably  has  not. 
Part  of  adopting  world-class  processes  involves  what  is  frequently 
called  the  "high-performance  work  place."  That,  in  essence,  means 
finding  new  ways  to  use  your  work  force  to  its  maximum  potential, 
and  involving  it  more  effectively  in  management.  We  think  we  can 
really  make  a  contribution  in  that  area,  because  that  is  the  cutting 
edge. 
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Chairman  LaFalce.  You  had  Pete  Peterson  carry  a  substantial 
council  on  capital  formation,  but  now  you  are  going  to  go  to  capital 
allocation.  Where  are  you  headed? 

Dr.  Bergsten.  Over  the  last  2  years,  there  has  been  a  major 
study  at  the  Harvard  Business  School  run  by  Michael  Porter.  That 
study  was  sponsored  by  the  private  sector  Council  on  Competitive- 
ness, with  which  we  work  very  closely.  The  Harvard  study  led  to  a 
number  of  very  important  and  enlightening  conclusions. 

The  central  conclusion  was  that  there  is  something  wrong  with 
the  American  system  of  capital  allocation — that  the  way  our  finan- 
cial markets  work,  their  interaction  with  corporate  management, 
the  long-term  versus  short-term  nature  of  investment  decisions,  the 
role  of  institutional  investors,  in  short  a  number  of  our  capital  allo- 
cation mechanisms  don't  yield  to  the  most  efficient  allocation  of 
capital. 

That  2-year  study  compared  America's  system  of  allocating  cap- 
ital with  those  of  our  major  competitors,  particularly  Japan  and 
Germany.  We  all  constantly  rail  against  the  Japanese  keiretsu,  but 
it  turns  out  that  one  element  of  that  arrangement  is  cross-holding 
of  shares  among  big  companies  and  banks.  That  makes  for  long- 
term,  patient  investment,  which  is  not  necessarily  a  bad  thing. 

Chairman  LaFalce.  We  only  rail  against  it  because  it  is  so  effec- 
tive. 

Dr.  Bergsten.  There  are  elements  of  the  keiretsii  that  are  anti- 
competitive, and  there  are  other  things  that  we  don't  like.  But  that 
element  is  not  only  a  good  hinge,  but  a  lot  of  American  companies 
are  trying  to  develop  their  own  financial  keiretsu.  That  came  up  in 
our  Manufacturing  Subcouncil's  discussions. 

Mrs.  Meyers.  Will  we  need  to  change  laws? 

Dr.  Bergsten.  That  is  one  of  the  questions  we  have  to  study.  We 
certainly  need  to  change  practices  and  habits  and  maybe  adopt 
some  elements  of  the  Japanese  system. 

Chairman  LaFalce.  We  would  have  to  change  the  bank  holding 
companies. 

Dr.  Bergsten.  Probably  so.  It  involves  bank  reform  among  other 
things.  It  involves  the  role  of  the  big  institutional  investor  in  the 
United  States.  We,  too,  have  seen  a  big  increase  in  the  role  of  insti- 
tutional investors,  but  it  is  not  clear  that  they  are  long-term,  pa- 
tient investors.  They  may  add  to  the  short-termism  in  the  markets. 

The  contrast  was  made  clear  when  Michael  Porter  discussed  the 
German  system,  where  the  banks  are  large  holders  of  corporate 
shares.  One  can  see  downsides  to  that.  On  the  other  hand,  it  adds 
to  the  long-term  nature  of  investment  capital,  and  it  integrates  the 
financial  and  nonfinancial  sectors  in  positive  ways.  But  to  adopt  a 
similar  system  that  would  require  changes  in  our  banking  statutes. 

Those  are  the  kinds  of  issues  that  were  thrown  up  by  this  study. 
It  is  tantalizing.  I  deliberately  use  the  word  tantalizing,  because 
the  phenomenon  still  is  not  very  well  understood.  We  thought  a 
subcouncil  on  that  could  be  a  good  idea. 

Chairman  LaFalce.  Health  care.  I  am  very,  very  pleased  that 
you  are  going  to  be  taking  this  up  because,  while  a  good  many  indi- 
viduals understand  the  social  implications  of  health  care  problems 
that  we  have,  not  too  many  of  them  understand  the  economic  and 
competitiveness  aspect  of  it. 
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This  is  something  that  I  have  discussed  with  the  President  per- 
sonally, and  it  is  something  that  he  did  develop  in  his  speech  to  the 
Joint  Session  of  the  Congress  February  16th.  He  really  did  try  to 
develop  the  economic  impact  that  failure  to  bring  about  health 
care  reform  would  have.  You  talked  about  this  in  your  first  report. 
Bruce  Scott  was  particularly  interested  in  this,  as  I  recall. 

Do  you  talk  about  this  in  your  second  report?  Of  course,  you 
have  never  really  developed  it  fully.  It  has  not  been  a  fully  devel- 
oped argument  which  I  think  could  be  very  important.  Also,  I 
think  that  it  is  something  that  you  might  want  to  do,  not  by  a  year 
from  now,  but  this  is  something  that  you  might  want  to  do  by  the 
fall  if  you  could. 

Dr.  Bergsten.  You  are  absolutely  right,  Mr.  Chairman.  In  our 
first  report,  we  identified  six  competitiveness  problems  that  we 
thought  were  the  most  important  elements  of  the  country's  overall 
difficulty.  One  of  those  was  health  care  spending,  because  it  drains 
such  a  huge  and  growing  share  of  resources  from  more  productive 
use. 

However,  we  decided  a  year  ago  not  to  set  up  a  subcouncil  on 
that  topic  right  then,  because  so  many  other  groups  were  working 
on  health  care  reform  plans,  and  because  nothing  had  yet  jelled 
that  we  felt  we  could  bring  our  expertise  to  bear  on.  Now  that  we 
are  obviously  getting  close  to  having  to  look  seriously  at  one  or  sev- 
eral alternative  plans  for  reforming  health  care,  we  feel  the  time  is 
ripe  to  do  as  you  said  and  take  a  hard  look  at  the  competitiveness 
and  economic  aspects  of  the  alternatives. 

Chairman  LaFalce.  There  are  two  ways  to  do  it,  maybe  more. 
One  is  to  simply  look  at  the  economics  of  the  system,  a  certain  per- 
centage of  the  GNP  in  the  United  States,  a  certain  percentage  in 
Japan,  Germany,  or  wherever,  per  capita  costs  comparing  apples 
and  apples.  But  another  thing  that  I  think  you  should  do  in  view- 
ing competitiveness,  is  to  try  to  study  if  you  can — and  I  don't  know 
that  this  has  been  done — the  cost  to  the  business  sector  of  having 
this  primarily  as  a  business  burden. 

I  am  not  talking  about  how  much  they  pay  for  premiums  now.  I 
am  talking  about  the  fact  that  most  people's  link  to  health  care  in 
the  United  States  is  job-connected.  That  is,  if  you  want  health  care, 
you  must  have  a  job.  You  must  have  a  good  job.  If  you  have  a  job 
that  is  not  a  good  job,  you  probably  won't  have  health  care  or  good 
health  care. 

That  is  one  of  the  reasons  that  I  have  been  a  very,  very  strong 
advocate  of  a  single-payer  system  which  eliminates  the  nexus  be- 
tween jobs  and  health  care  which  totally  removed  from  the  back  of 
the  business  community  any  burden  whatsoever  for  providing  or 
negotiating  with  respect  to  health  care. 

All  your  human  resource  people  involved  in  this,  forget  it.  All 
the  strife  that  comes  from  labor  management  disagreements  over 
health  care  would  be  eliminated,  so,  if  you  are  going  to  look  at 
competitiveness  in  health  care,  not  just  the  direct  dollars  but  the 
indirect  costs,  I  think  that  is  very  important. 

Dr.  Bergsten.  I  agree.  I  guess  the  most  famous  case  of  what  you 
are  describing  is  the  analysis  of  the  cost  per  car  of  the  health  care 
paid  by  American  auto  firms  compared  with  Japanese  auto  firms. 
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The  American  cost  per  car  is  much  higher,  given  the  ways  that  we 
structure  the  system. 

As  an  economist,  I  would  say  it  is  a  Uttle  more  compUcated  than 
that.  We  had  an  extensive  discussion  of  that  issue  in  the  first 
round  of  hearings  in  our  first  year,  and  it  turns  out  that  many 
economists  see  a  direct  trade-off,  at  least  over  time,  between  the 
health  care  benefits  that  a  company  gives  to  its  workers  and  the 
wages  it  pays.  In  some  sense,  the  total  wage  package  is  going  to 
come  out  the  same  for  health  care.  If  it  is  true  that  there  is  a 
doUar-per-dollar  trade-off  on  wages,  then  you  have  to  look  at  the 
issue  from  a  general  equilibrium  perspective. 

Chairman  LaFalce.  Then  I  would  suggest  another  reason  and 
this  has  enough  of  a  connection  to  competitiveness  that  it  is  worthy 
of  pursuit  and  since,  to  my  knowledge,  nobody  else  has  pursued  it, 
why  not  you.  We  understand  the  cost  of  paperwork  to  the  health 
care  providers. 

We  understand  the  cost  of  paperwork  to  the  business  community. 
But  we  do  not  understand  the  cost  of  patient  paperwork.  By  cost,  I 
don't  mean  just  the  time  that  it  takes  you  to  fill  out  the  forms,  but 
the  psychic  energies  involved. 

Mrs.  Meyers.  Trying  to  do  what  is  impossible  is  what  you  are 
saying? 

Chairman  LaFalce.  Believe  me,  if  you  have  had  any  serious  in- 
volvement with  the  health  care  system,  if  a  member  of  your  family 
has,  if  your  parents  have,  and  you  have  been  involved,  it  can  be  all- 
consuming.  I  don't  know  of  any  study  that  has  measured  this  loss 
of  psychic  energy,  this  insufferable  burden,  it  seems  to  me,  that  the 
present  health  care  system  imposes  on  patients  and  the  relatives  of 
patients  in  America. 

Mrs.  Meyers.  Excuse  me,  Mr.  Chairman.  I  couldn't  agree  with 
you  more.  I  really  do  think  that  there  has  been  some  measurement 
of  this. 

Chairman  LaFalce.  If  there  is,  I  am  not  aware  of  it.  I  would  love 
to  read  it. 

Mrs.  Meyers.  Maybe  this  is  just  the  cost  to  the  physicians,  but  I 
agree  with  you,  the  cost  to  the  individual.  I  was  involved  with  this 
when  I  was  taking  care  of  my  parents,  and  I  finally  just  threw  up 
my  hands.  I  just  thought  I  will  pay  them  what  they  say.  I  cannot 
figure  it  out.  By  the  time  we  go  through  the  Medicare  and  the  sup- 
plemental provider,  and  this  is  not  a  bill,  and  yes,  this  is  a  bill. 
This  is  so  complex. 

Chairman  LaFalce.  Twelve  bills  for  one  hospital  stay. 

Mrs.  Meyers.  I  was  a  relatively  young  and  healthy  human  being, 
and  I  thought  how  does  somebody  who  is  80  years  old  and  sick,  how 
do  they  ever  get  through  this  if  they  don't  have  a  daughter  to  help 
them.  Physicians  have  said  by  simplifying  paperwork  and  some 
kind  of  tort  reform,  we  could  save  billions  and  billions  in  health 
care  costs  every  year.  Just  those  two  changes,  so  I  do  hope  you  are 
addressing  simplifying  paperwork. 

I  think  one  other  thing  I  might  say  in  terms  of  your  health  care 
subcommittee,  I  don't  share  the  chairman's  enthusiasm  for  a 
single-payer  system,  but  I  do  think  that 

Chairman  LaFalce.  Neither  do  I,  except  the  comparison  to  the 
alternatives. 
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Mrs.  Meyers.  When  the  Republicans  in  the  House  came  up  with 
a  method  of  health  care  reform  that  had  to  do  with  a  basic  package 
of  benefits,  businesses  would  not  be  mandated  to  offer  it,  but  insur- 
ance companies,  if  they  offered  health  insurance,  would  have  to 
offer  that.  Because  it  would  be  basic  and  nationwide,  and  there 
would  be  some  possibility  that  there  could  be  some  Government 
oversight  which,  of  course,  there  cannot  be  now  because  every  busi- 
ness, every  insurance  company,  every  State  has  slightly  different 
requirements. 

So,  trying  to  have  any  Government  oversight  is  virtually  impossi- 
ble. President  Bush  adopted  that  plan  all  right,  but  he  divorced  it 
from  the  work  place  also  and  said  it  should  be  done  with  vouchers 
to  get  it  out  of  and  away  from  the  work  place. 

I  would  like  to  hear  your  comments  on  that.  Is  that  going  to  be 
something  that  you  start  with  a  given  that  health  care  will  be  of- 
fered through  the  work  place  or  is  that  going  to  be  one  of  the 
things  your  Council  looks  at? 

Dr.  Bergsten.  In  all  honesty,  we  have  not  developed  the  detailed 
terms  of  reference  for  that  subcouncil.  I  take  the  chairman's  point. 
We  need  to  do  that  on  an  accelerated  timetable. 

Chairman  LaFalce.  Do  you  yet  know  who  is  going  to  chair  that? 

Dr.  Bergsten.  No;  I  do  not.  We  have  been  exploring  possibilities. 
The  First  Lady  has  now  absorbed  all  the  talent  in  this  area.  We 
have  talked  to  some  of  those  people  and  we  don't  know  yet  who  our 
chairman  is  going  to  be.  I  would  welcome  advice  on  it. 

Chairman  LaFalce.  One  of  the  members  of  your  subcouncils  was 
Ira  Magaziner,  I  note. 

Dr.  Bergsten.  He  was  on  two  of  our  subcouncils.  Mrs.  Meyers, 
we  don't  go  into  it  with  any  prejudice  about  the  nature  of  the  right 
health  care  reform  program.  What  seems  to  us  to  make  sense  is  to 
look  at  the  impact  on  American  competitiveness  of  the  two  or  three 
alternative  plans  that  seemed  to  be  emerging  as  the  most  likely 
contenders.  At  the  end  of  the  day,  I  hope  we  can  come  to  a  judg- 
ment at  least  as  to  the  ranking  on  that  criterion.  I  doubt  that  we 
will  feel  sufficiently  confident  on  the  social  aspects  to  recommend 
one  plan  over  another.  But  we  will  try  to  make  everybody  aware  of 
the  effects  that  one  or  the  other  plan  would  have  on  competitive- 
ness, and  I  think  we  would  like  to  study  both  the  alternatives  that 
you  and  the  chairman  are  talking  about. 

Chairman  LaFalce.  What  about  social  problems?  Do  you  have 
something  a  little  more  limited  in  mind  than  that  broad  category? 

Dr.  Bergsten.  There  we  do  have  a  chairman,  Jim  Renier,  who  in 
the  next  few  months  is  going  to  retire  as  CEO  of  Honeywell.  He 
has  done  extensive  work  on  that  problem,  particularly  via  the  Busi- 
ness Roundtable,  and  has  some  extremely  thoughtful  and  provoca- 
tive views  on  programs,  including  the  preschool  elements  of  the 
education  program,  that  could  help  deal  with  the  problems  of  un- 
derclass. 

When  I  was  outlining  our  proposed  program  to  the  Business 
Roundtable,  Mr.  Ranier  said,  "That  is  terrific,  but  it  is  incomplete. 
Unless  you  get  into  the  problems  of  the  home — broken  families, 
drugs,  crime — you  are  still  going  to  have  a  huge  gap  in  bringing  a 
large  part  of  our  population  to  a  competitive  position." 
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In  purely  economic  or  competitiveness  terms,  there  is  a  big  gap, 
and  all  the  education  reform  in  the  world  is  not  going  to  bring 
those  people  along.  That  one,  I  would  say,  is  experimental. 

Chairman  LaFalce.  I  would  say  it  is  going  to  be  the  trickiest  one 
of  all  of  them.  I  just  wonder  if  that  is  going  to  fit  within  the  man- 
date of  the  Competitiveness  Policy  Council,  but  it  is  worth  a  shot. 

Mrs.  Meyers.  Mr.  Chairman,  there  were  a  couple  of  things  that  I 
had  trouble  relating  to  competitiveness  itself.  One  of  them  was  in- 
frastructure. For  instance,  I  have  always  supported  infrastructure 
development.  I  didn't  know  exactly  what  that  had  to  do  with  com- 
petitiveness, but  I  am  sure  it  is  related.  Almost  everything  is  relat- 
ed if  you  talk  about  the  problem  of  trying  to  make  American  busi- 
ness more  competitive. 

I  have  a  bill  in  that  calls  for  freezing  AFDC  right  where  it  is  at 
1993  levels,  returning  it  to  the  States  in  block  grants,  and  then 
saying  two  additional  things:  There  would  be  no  AFDC  before  the 
age  of  18,  and  there  would  be  no  AFDC  until  paternity  was  estab- 
lished. 

There  are  all  sorts  of  implications  in  all  of  that.  One  of  them  is 
that  we  are  raising  so  many  kinds  of  dysfunctional  kids  because  we 
have  an  awful  lot  of  dysfunctional  homes.  I  think  instead  of  help- 
ing people.  Government  has  kind  of  caused  the  problem  in  some  re- 
spects. Not  totally;  I  don't  mean  totally.  But  I  think  we  have  been 
an  element  in  almost  encouraging  very  young  people  to  get  into 
the  welfare  system,  and  then  they  have  a  very  hard  time  getting 
back  out  again. 

I  think  that  the  social  programs  are  definitely  a  part  and  parcel 
of  whether  we  have  a  competitive — I  think  it  has  a  major  role  in 
crime,  drugs,  and  gangs,  and  I  think  all  of  that  has  to  do  with 
whether  we  have  people  who  are  really  equipped  for  the  work 
place  or  not. 

Dr.  Bergsten.  I  would  add,  Mr.  Chairman,  that  I  have  tried  to  be 
a  pretty  tough  chairman  of  this  Council  and  keep  the  focus  on  com- 
petitiveness, define  it  narrowly,  and  try  to  be  sure  that  we  stuck  to 
our  knitting.  I  had  to  be  convinced  that  we  should  have  a  subcoun- 
cil  on  this  issue,  but  I  must  say  that  I  have  been  convinced.  I  don't 
know  what  we  can  come  up  with,  but  I  am  convinced  it  is  part  of 
the  problem. 

We  attracted  an  enormous  number  of  proposals  for  a  number  of 
subcouncils.  We  had  at  least  two  dozen  serious  proposals  for  new 
subcouncils  in  the  next  year.  To  keep  our  task  manageable  and 
keep  the  costs  down,  we  limited  it  to  these  five.  I  listed  in  the 
report  five  others  that  got  a  lot  of  attention,  including  regulatory 
reform  more  broadly,  which  we  rejected.  Banking  was  another — 
one  of  your  favorites. 

Chairman  LaFalce.  What  page  are  you  on? 

Dr.  Bergsten.  This  is  on  pages  47  and  48  where  we  listed  the  five 
elements.  In  fact,  our  own  Trade  Policy  Subcouncil  recommended 
the  Subcouncil  on  Antitrust  Policy. 

Chairman  LaFalce.  Senator  Bingaman's  wife. 

Dr.  Bergsten.  The  full  Council  decided  that  it  wasn't  at  the  high 
end  of  the  list,  but  we  wanted  to  specify  it.  We  have  had  lots  of 
proposals. 
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Chairman  LaFalce.  Let's  go  on  to  the  fifth,  tort  reform.  Now,  I 
don't  think  you  are  confining  that  to,  say,  medical  malpractice 
reform.  By  that  you  are  talking  primarily  about  products? 

Dr.  Bergsten.  Everything  that  gets  into  the  legal  system. 

Chairman  LaFalce.  It  is  a  tricky  area.  There,  too,  I  have  worked 
on  that  since  the  late  1970's.  As  a  starting  point  you  might  want  to 
look  at  the  first  bill  that  was  ever  introduced  creating  a  Federal 
Uniform  Product  Liability  law  that  I  authored  in  the  late  1970's. 

At  that  time,  interestingly,  for  your  information,  it  was  vehe- 
mently opposed  by  the  U.S.  Chamber  of  Commerce  by  the  minority. 
One  of  the  members  of  my  subcommittee  wrote  a  strong  dissenting 
opinion  at  that  time,  Dan  Quayle.  Then  a  role  reversal  took  place. 
All  of  a  sudden,  they  started  espousing  this.  I  attempted  to  come 
forth  with  what  is  considered  to  be  a  balanced  piece  of  legislation; 
balanced  between  the  rights  of  plaintiffs  and  defendants  as  opposed 
to  the  red  meat  that  was  advanced  by  one  side. 

This  is  a  very  tricky  issue.  But  as  the  European  Community  has 
gone  to  uniformity,  and  as,  today,  virtually  all  our  commerce  is 
interstate  commerce,  I  think  the  desirability  of  a  uniform  law  for 
the  United  States  makes  more  and  more  sense. 

I  just  think  of  the  simplicity  in  compliance,  predictability,  it 
would  bring  to  our  manufacturers  and  sellers  of  product,  which 
would  be  worth  while.  You  must  preserve  the  prerogatives  of  the 
injured,  the  consumer  groups,  the  Ralph  Naders,  the  Lynn  Wil- 
liams, et  cetera.  I  don't  know  if  they  would  object  if  it  was  balanced 
and  didn't  infringe  upon  rights  but  simply  make  the  laws  uniform 
without  infringing  on  the  rights  of  the  plaintiffs  and  without  skew- 
ing it.  I  think  you  might  be  able  to  provide  reconciliation  or  accom- 
modating services  there.  You  might  want  to  consider  a  cochairman 
of  that  task  force  as  opposed  to  a  chairman. 

Let  me  ask  you  some  other  questions.  I  was  really  very,  very 
pleased  when  you  commissioned  Dr.  Tyson  to  do  a  book  for  the  In- 
stitute, not  for  this  Council  but  for  the  Institute,  "Who's  Bashing 
Whom?" 

It  signaled  not  a  change  in  your  primarily  macroeconomics  ap- 
proach, but,  I  think,  a  growing  recognition  of  a  microeconomic  ap- 
proach coupled  with  a  macroeconomic  approach.  I  think  her  book 
may  well  become  a  hymnal  for  the  administration  for  its  trade  poli- 
cies. I  noticed  that  the  administration,  in  certain  of  its  industrial 
policies,  has  focused  on  certain  of  her  proposals.  The  aerospace  in- 
dustry comes  to  mind.  Just  by  way  of  introduction,  I  guess,  what 
industries  has  the  National  Economic  Council  said  it  is  going  to  do 
something  about?  The  aerospace  is  one.  The  auto  industry.  They 
said  they  wanted  to  develop  an  electric  car.  Is  that  it? 

Dr.  Bergsten.  Part  of  it. 

Chairman  LaFalce.  There  are  any  others? 

Dr.  Bergsten.  The  other  one  that  the  President  has  met  with, 
but  that  hasn't  yet  taken  as  much  shape,  is  electronics.  He  met 
with  the  business  community  on  the  way  to  Seattle,  but  it  doesn't 
seem  to  have  been  formalized  to  the  point  of  setting  up  a  commis- 
sion as  in  aerospace  or  even  to  the  same  extent  as  autos. 

Chairman  LaFalce.  I  am  getting  it.  If  you  have  a  President  who 
wants  to  do  this,  you  don't  need  a  Council.  He  creates  his  own 
Council  on  an  industry-by-industry  basis;  and  he  may  well  do  that. 
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But  whether  he  does  that  or  not,  I  am  wondering  if  the  Competi- 
tiveness Policy  Council  might  not  attempt,  as  an  assistant,  to  do 
something  in  the  field  of  aerospace.  He  might  want  to  do  some- 
thing in  the  field  of  autos;  he  might  want  to  do  something  in  the 
field  of  electronics.  I  just  don't  know.  He  might  want  to  work  in 
concert  with  them  in  trying  to  determine  what  industries  should 
receive  emphasis.  It  is  just  a  thought. 

Dr.  Bergsten.  It  is  an  interesting  thought.  Again,  let  me  remind 
you  of  something  that  we  put  in  our  first  report  that  got  a  lot  of 
attention.  We  said  that  the  U.S.  Government,  as  currently  struc- 
tured, probably  couldn't  conduct  a  comprehensive  competitiveness 
study  if  it  wanted  to. 

Chairman  LaFalce.  We  solved  that  by  having  a  manufacturer 
subcouncil  which  could  consider  virtually  everything. 

Dr.  Bergsten.  Well,  we  did  that.  But  we  also  made  a  specific  rec- 
ommendation in  our  first  report  that  the  U.S.  Government  set  up 
an  institutional  mechanism  by  which  it  could  assess  the  likely 
future  course  of  American  industries. 

"^  We  made  the  point  that  at  present,  when  an  industry  comes  to 
the  Government  with  a  problem,  the  Government  has  no  independ- 
ent baseline  judgment  of  where  the  industry  is  going.  So,  it  em- 
barks on  a  great  flurry  of  activity  and  tries  to  come  up  with  some- 
thing in  the  short  run.  But  basically  the  Government  is  a  prisoner 
of  what  it  is  told  by  the  industry  coming  in  and  of  whatever  other 
analyses  it  can  scramble  together  in  the  short  run. 

We  understand  that  you  need  to  set  up  a  systematic  base  within 
the  Government,  so  that  the  Government  has  some  notion  of  the 
future  of  the  aerospace  industry  or  of  the  auto  industry.  I  am  de- 
lighted to  say  that  the  International  Trade  Commission  took  up 
our  challenge  and  has  created  an  Office  of  Competitiveness,  which 
they  are  now  in  the  process  of  staffing,  which  would  essentially 
have  this  mandate.  I  regard  that  as  extremely  constructive.  We  in 
the  Council  are  working  with  them. 

Chairman  LaFalce.  Is  that  really  all  that  different?  I  see  Dr. 
Stern  in  the  room.  When  you  were  chairperson  of  the  International 
Trade  Commission,  didn't  you  have  advisers  in  virtually  every  in- 
dustry? 

This  is  Dr.  Paula  Stern  former  chairperson  of  the  International 
Trade  Commission.  I  forgot  exactly  what  your  role  was  in  connec- 
tion with  the  Competitiveness  Policy  Council. 

Dr.  Stern.  Staff  director  to  the  Trade  Policy  Subcouncil  and  a 
member  of  the  Trade  Policy  Subcouncil. 

We  would  have  hearings  where  we  would  look  at  the  requests  of 
Congress  or  the  President's  trade  representative  in  individual  in- 
dustries under  our  section  332  authority  of  the  ITC. 

At  those  hearings,  we  would  hear  from  any  interested  party  who 
might  wish  to  come  and  testify  or  provide  a  brief,  and  that  would 
become  part  of  the  record. 

But  the  individual  commissioners,  the  six  commissioners,  would 
really  be  the  final  decisionmakers.  They  would  sign  off  on  any 
report  which  was,  of  course,  prepared  with  the  staff.  Staff  for  the 
industry  investigations  would  come  from  the  office  of  industries  of 
the  ITC. 
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Chairman  LaFalce.  Why  don't  you  stay  there.  I  might  ask  some 
trade  questions. 

Dr.  Bergsten.  I  might  say  that  Dr.  Stern,  with  her  background 
at  ITC,  would  have  worked  with  them  in  an  effort  to  implement 
the  proposal  that  we  made  a  year  ago  to  develop  a  capability  for 
doing  baseline  projections.  I  think  the  proof  will  be  in  the  pudding. 
But  I  think  the  objective  is  to  put  in  place  mechanisms  that  did  not 
exist  before  and  provide  a  basis  for  doing  what  you  have  wanted  to 
do  for  a  long  time. 

Dr.  Stern.  Certainly  the  ITC  did  baseline  studies  but  only  on  an 
ad  hoc  basis,  usually  at  the  request  of  Congress,  the  Ways  and 
Means  Committee,  the  Finance  Committee,  or  the  President's  trade 
representative.  Rarely  were  they  self-initiated. 

The  new  office  has  a  second  mission  which  I  think  is  also  very 
interesting  and  apropos  to  the  discussion  on  regulations  and  com- 
petitive regulations  between  the  United  States  and  other  nations. 
They  are  going  out  and  recruiting  an  individual  to  be  an  expert  on 
technology  policy,  another  individual  who  will  review  regulations 
in  this  country  and  overseas,  and  a  third  expert  on  tax  policy.  They 
then  do  comparative  analyses  of  what  the  United  States  might  do 
in  each  of  those  individual  disciplines  in  relation  to  other  countries 
that  we  are  in  competition  with  to  see  what  the  comparative  regu- 
latory burdens  are  and  what  the  effects  of  that  might  be. 

That  is  a  second  important  mission  that  they  see  which  I  think 
will  be  valuable.  In  the  past,  the  ITC  would  do  that,  when  asked, 
on  an  individual  industry  basis  when  reviewing  comparative  condi- 
tions in  the  United  States  in  relation  to  other  countries.  But  now  it 
will  have  actual  folks  who  know  the  literature,  are  up  to  speed  on 
the  literature,  and  can  go  to  work  on  a  year-round  basis  on  these 
issues. 

Chairman  LaFalce.  Good. 

If  we  are  going  to  have  an  economic  recovery,  sustainable  eco- 
nomic recovery,  a  good  many  individuals  believe  that  we  cannot 
have  it  alone,  that  we  must  have  an  economic  recovery  with  the 
European  community  and  in  Japan  also. 

I  read  an  essay  a  week  or  two  ago  that  said  that  Japan  really 
doesn't  know  how  to  have  an  economic  recovery  except  through  a 
huge  export  surge.  There  is  the  inherent  claim  that  if  there  is  a 
huge  export  surge,  we  might  exacerbate,  make  worse,  our  own 
trade  deficit  with  Japan  to  the  detriment  of  our  own  industries. 

Do  you  have  any  thoughts  on  that? 

Dr.  Bergsten.  That  view  is  demonstrably  incorrect. 

Chairman  LaFalce.  That  takes  care  of  it. 

Dr.  Bergsten.  Let  me  give  you  the  recent  history.  From  1986  to 
1990,  Japan's  trade  surplus  came  down  from  4  percent  of  its  GNP 
to  1  percent.  In  other  words,  their  surplus  declined  as  a  result  of 
the  exchange  rate  changes  in  the  mid  1980's  and  a  fiscal  stimulus 
under  their  Finance  Minister  in  1987.  The  Japanese  shifted  the 
composition  of  demand  from  the  foreign  market  to  the  domestic 
market  through  a  combination  of  fiscal  stimulus  of  domestic 
demand  and  a  rise  in  the  value  of  the  yen  which  forced  their  busi- 
nesses out  of  foreign  markets.  The  trade  surplus  came  down;  and 
their  economy  grew  faster,  so  they  could  move  from  relying  on  ex- 
ports to  relying  on  domestic  expansion. 
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The  Japanese  economy  still  has  tremendous  unmet  social  needs. 
They  could  have  a  10-year  housing  boom,  not  to  mention  parks  and 
a  whole  range  of  amenities  that  we  take  for  granted.  Japan  is  a 
rich  nation  with  poor  people,  meaning  that  the  national  wealth 
still  has  not  begun  to  be  translated  into  individual  welfare.  What 
has  been  lacking  is  the  policy. 

The  reason  their  trade  surplus  has  gone  up  again  is  twofold.  Do- 
mestic demand  has  been  flat  for  the  last  2  years,  and  the  Yen 
became  too  weak  and  gave  them  an  enormous  price  advantage  in 
the  markets.  Correction  of  those  two  things  should  and  could  repli- 
cate what  happened  in  the  1980's.  They  could  get  out  of  their  reces- 
sion by  relying  on  domestic  demand.  They  need  a  $100  billion  stim- 
ulus. That  is  now  required. 

I  was  in  Japan  a  month  ago.  I  talked  to  the  Prime  Minister  and 
the  top  officials  in  the  Ministry  of  Finance.  A  fiscal  stimulus 
should  and  can  be  pushed  by  the  United  States,  working  through 
the  G-7  and  through  our  bilateral  relationship  with  Japan. 

My  answer  to  your  first  question  is,  yes,  we  need  a  "pick  up"  at- 
titude in  Japan  and  Europe  if  our  economy  is  going  to  grow.  One- 
third  of  all  our  economic  growth  in  the  last  5  years  came  from  im- 
provement in  our  trade  balance.  The  recession  of  1990  and  1991 
would  have  been  twice  as  deep  if  had  our  trade  balance  not  been 
improving. 

We  still  have  a  big  deficit.  One  of  our  goals  is  to  relieve  the  ex- 
ternal deficit  and  generate  export-led  growth  for  America.  Our 
markets  have  to  be  growing  if  we  are  going  to  get  that.  That  is  why 
pushing  the  main  foreign  markets  to  grow  more  rapidly  is  at  the 
top  of  the  list. 

It  is  feasible.  Japan  has  a  consolidated  budget  surplus  equal  to  3 
percent  of  the  GNP,  so  they  have  a  lot  of  room  to  maneuver. 
Unlike  the  Germans,  the  Japanese  have  a  lot  of  room  for  fiscal 

stimulus.  ,  •     o 

Chairman  LaFalce.  Dr.  Stern,  would  you  like  to  add  anything.'' 
Dr.  Stern.  No;  indeed,  I  completely  agree.  We  saw  it,  as  Fred 
said,  after  the  dollar  devaluation.  More  importantly,  the  Japanese 
took  it  upon  themselves  to  stimulate  their  own  economy.  I  think, 
with  some  concerted  effort  and  focus  by  our  new  administration  on 
a  bilateral  basis  dealing  with  Japan,  that  this  is  priority  number 

This  approach  will  assist  all  exporters,  particularly  those  smaller 
exporters  who  may  not  have  individual  Washington  representa- 
tives who  can  go  and  press  their  individual  industry  petitions  and 
get  the  White  House  to  focus  just  on  that  particular  industry. 

There  is  a  myriad  of  exporters  out  there  who  would  benefit  from 
this  concerted  effort  by  the  administration  to  push  the  Japanese  to 
stimulate  so  that  all  would  participate  in  this  rising  tide  that 
would  lift  all  boats  and  would  benefit,  of  course,  not  only  U.S.  ex- 
porters but  other  world  exporters  as  well. 

Chairman  LaFalce.  Our  new 

Dr.  Bergsten.  One  more  point  that  one— because  I  have  a  recom- 
mendation to  you,  Mr.  Chairman,  wearing  your  hat  on  the  Banking 
Committee,  and  I  think,  going  back  to  the  1988  act,  you  remember 
the  competitive  exchange  rate 

Chairman  LaFalce.  Is  the  next  report  due? 
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Dr.  Bergsten.  That  is  the  point.  The  next  report  is  due  April 
15th,  just  before  the  next  G-7  finance  ministers'  meeting  here  in 
Washington.  There  is  talk  of  an  accelerated  G-7  summit  for  aid  to 
Russia.  It  has  been  recommended  that  there  be  a  G-7  summit  to 
get  global  growth  going.  You  should  use  that  opportunity  to  talk  to 
the  new  Secretary  of  the  Treasury  as  his  team  urges  the  other  G-7 
members  to  move  in  the  direction  of  a  global  growth  strategy.  They 
would  welcome  congressional  support.  I  think  you  should  make  a 
major  effort  to  do  that  through  the  Banking  Committee. 

Chairman  LaFalce.  Getting  together  with  Dr. 

Dr.  Stern.  Wearing  your  hat  as  Small  Business  Committee  chair, 
the  small  business  would-be  exporters  would  benefit  from  a  global 
growth  strategy.  When  you  spend  your  energy  on  sector  by  sector, 
small  exporters  aren't  going  to  be  represented  at  the  table?  They 
are  just  not  big  enough.  So  if  you  have  a  concerted  effort  to  have  a 
rising  tide  that  lifts  all  boats,  it  is  very  important  for  your  small 
business  constituents. 

Chairman  LaFalce.  I  was  going  to  get  together  with  Dr.  Sum- 
mers. In  all  candor  I  was  waiting  for  his  confirmation.  Maybe  I 
should  get  together  with  him  in  advance  of  that.  Who  is  his  assist- 
ant? 

Dr.  Bergsten.  Jeffrey  Shaeffer,  who  was  a  long-time  career  offi- 
cial at  the  Federal  Reserve  and  spent  a  year  on  the  Economic  Advi- 
sory staff  and  recently  has  been  on  the  staff  of  OECD  in  Paris.  He 
assumed  his  position  just  a  week  ago  Monday  but  is  in  the  office 
now.  You  could  talk  to  him  any  time,  I  am  sure. 

Chairman  LaFalce.  I  will  do  that.  All  right.  Our  new  USTR, 
Mickey  Kantor,  has  been  taking  a  tougher  stance,  at  least  rhetori- 
cally, with  the  European  Community  in  his  negotiations.  Some  of 
the  Europeans,  I  think,  referred  to  it  as  unilateral  bullying.  It  is 
certainly  popular  back  home. 

What  do  you  think  of  it?  I  just  don't  know.  They  have  said  that 
the  President  has  said,  we  are  going  to  match  any  subsidies  that 
exist,  that  Airbus  might  have  in  the  future.  We  are  going  to  match 
them. 

Any  comments  or  thoughts  you  want  to  make  on  the  policy  that 
is  evolving?  I  think  it  is  an  evolving  policy,  because  I  hear  different 
melodies  at  different  times.  It  depends  who  writes  it.  I  hear  free 
trade  melodies.  I  don't  want  to  say  protectionists,  but  I  hear  cau- 
tious activism,  the  little  reciprocity.  It  is  not  yet  evolved  into  a  co- 
herent whole.  That  is  OK  starting  out. 

Any  comments? 

Dr.  Bergsten.  I  will  make  a  few.  I  know  that  Paula  has  some 
thoughts  on  it,  too. 

The  first  is  that  every  administration,  when  it  takes  office,  has  to 
establish  its  credibility  with  you  in  the  Congress,  with  the  business 
community,  and  with  foreign  negotiating  partners.  So  it  is  going  to 
sound  tough. 

Carla  Hills  used  to  talk  about  her  crowbar.  One  of  my  colleagues 
went  back  and  found  that  if  you  compare  the  first  month  or  so  of 
each  administration  there  are  similarities.  I  asked  Carla  Hills, 
"Would  you  have  done  anything  different  on  these  cases  that  were 
on  the  plate  long  before  the  Clinton  administration  came  in?"  She 
said,  "No,  we  would  have  done  the  same  thing."  So,  what  the  new 
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administration  is  doing  is  not  so  different  from  what  the  Bush  ad- 
ministration would  have  done. 

Having  understood  that,  let  me  sound  a  cautionary  note.  Being 
tough  just  for  the  sake  of  being  tough  is  not  enough.  You  also  have 
to  be  smart,  and  you  shouldn't  just  react  case  by  case. 

My  feeling  is  that  it  is  too  early  to  be  definitive  on  this.  But  my 
fear  is  that  the  trade  stance  of  the  administration — I  wouldn't  even 
call  it  a  policy  yet — is  evolving  on  a  case-by-case  basis  rather  than 
as  part  of  a  thought-out  strategy.  It  is  fine  to  act  tough  and  keep 
your  negotiating  partner  off  kilter,  if  it  is  part  of  a  clear  strategy. 
But  if  it  is  a  substitute  for  a  strategy,  it  is  not  enough.  We  don't 
know  yet.  But  I  put  that  in  as  a  cautionary  note. 

What  I  have  missed  is  any  clear  initiative  on  the  part  of  the  ad- 
ministration on  the  trade  liberalization  side.  They  have  no  idea 
what  they  want  to  do  beyond  negotiate  some  supplemental  agree- 
ments to  the  NAFTA.  Do  they  want  to  depend  on  the  rest  of  the 
hemisphere?  The  President  has  talked  about  that  in  broad  terms. 
Would  they  like  to  negotiate  something  in  the  Pacific  Basin,  to 
take  advantage  of  the  fastest  growing  markets  in  the  world? 

What  we  have  seen  so  far  is  a  case-by-case  reaction  to  individual 
complaints,  and  not  yet  a  broad  strategic  dimension.  The  President 
made  an  excellent  speech  at  American  University.  But  that  has  not 
yet  translated,  in  a  concrete  way,  into  a  policy  program.  Those,  to 
me,  are  the  two  big  questions  that  remain  to  be  answered.  It  has 
now  been  2  months.  The  longer  we  go  without  answers  to  those 
questions,  the  more  doubts  there  will  be  both  at  home  and  abroad 
as  to  the  thrust  of  the  administration's  goals.  That  could  be  danger- 
ous. 

Dr.  Stern.  I  think  Fred  has  given  a  comprehensive  answer.  I 
agree  with  all  the  points  that  he  made.  I  would  say  that  the  state- 
ment by  President  Clinton  at  American  University,  I  thought,  was 
a  clear  blueprint  for  a  trade  policy  that  included  a  global  growth 
strategy  overseas,  a  competitiveness  policy  at  them  to  get  our 
house  in  order,  that  included  trade  liberalization  with  the  Europe- 
an round,  and  a  pledge  for  NAFTA  and  putting  it  into  the  context 
of  a  national  economic  strategy  that  dealt  with  import  urgency  and 
references  to  aid  to  Russia. 

He  talked  about  Asia  and  the  importance  of  APEC,  the  Asian  Pa- 
cific Economic  Council.  Mickey  Kantor,  in  his  report  on  March  4  to 
Congress,  also  talked  about  APEC.  I  think  that  will  reflect  a  new 
initiative  that  will  be  part  of  the  trade  liberalization  initiative  by 
the  new  Clinton  administration;  and  it  will  also  address  the  neglect 
of  the  Bush  administration  in  that  arena. 

So,  I  think  that  the  blueprint  is  there.  I  think  that  the  speech 
was  a  comprehensive  vision.  I  think  that  it  is  going  to  be  a  time 
before  you  do  have  the  team  in  place.  The  team  naturally  has  had 
to  in-build  credibility  with  you  and  Congress  and  the  business  com- 
munity. 

After  all,  the  hearings  for  their  confirmation  was  the  first  test 
that  they  had  to  make,  and  I  think  that  shaped  much  of  the  first 
early  statements  and,  perhaps,  some  of  the  first  early  thinking  by 
the  new  team.  But  I  think  that  this  White  House,  in  contrast  to 
any  other  White  House  that  we  have  seen  for  a  number  of  decades, 
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is  far  more  in  control  of  trade  policy — indeed,  of  any  policies.  This 
will  be  a  far  more  White  House-directed  policy. 

The  new  National  Economic  Council  will  play  a  very  important 
role,  a  new  role,  in  trade  coordination  which,  by  statute,  comes 
under  the  rubric  of  the  trade  operations.  But  because  we  have  a 
strong  White  House-directed  policy,  generally,  I  think  that  blue- 
print that  was  so  artfully  articulated  by  President  Clinton  will  be 
carried  out,  and  I  think  it  is  just  a  question  of  time. 

I  think  that  in  the  first  couple  of  weeks,  when  there  was  a  shake- 
out  period  and  before  President  Clinton  had  the  opportunity  to  give 
that  speech,  there  did  seem  to  be  individual  industries  that  were 
moving  into  what  appeared  to  be  a  vacuum.  I  think  that  that,  how- 
ever, has  been  corrected,  quite  frankly. 

Obviously,  we  saw  the  automobile  industry  that  toyed  with  the 
idea  of  bringing  a  dumping  suit  and  backed  off.  That,  I  think,  was 
an  example  of,  perhaps,  a  testing  of  the  waters  in  finding  that 
either  because  the  suit  wasn't  going  to  work  or  it  would  not  be  very 
welcome,  it  was  not  as  welcomed  by  the  Clinton  administration  as 
it  might  have  appeared  Friday,  by  a  quick  cursory  reading  of  those 
who  were  testing  the  waters. 

So,  I  think  that  we  will  now  see,  in  a  matter  of  time,  the  admin- 
istration come  forward  with  a  request  to  renew  the  fast  track  to 
get  on  to  the  trade  liberalization  at  the  GATT.  But  I  don't  expect 
that  we  will  see  any  outcome  being  brought  back  to  Congress  this 
year.  In  the  process,  as  long  as  we  have  a  trade  policy  that  focuses 
on  the  emphasis  of  the  Clinton  administration,  on  the  global 
growth  strategy,  I  think  that  will  help  focus  all  the  bureaucratic 
and  diplomatic  forces  on  what  will  be  the  greatest  bang  for  the 
buck  for  the  Nation,  and  that  is,  again,  to  grow  those  markets  for 
U.S.  exports. 

Chairman  LaFalce.  Let  me  turn  briefly  to  the  NAFTA.  There 
has  been  no  specific  study  of  NAFTA  by  this  Competitiveness 
Policy  Council.  But  your  institute  has,  and  I  think  it  was  Dr's.  Huf- 
bauer  and  Schott. 

I  don't  know  what  you  are  pulling  out  of  your  pocket. 

Dr.  Bergsten.  I  will  tell  you  in  a  moment. 

Chairman  LaFalce.  My  letter  to  the  editor  of  the  Wall  Street 
Journal  or  the  article  from  the  Buffalo  News,  which  quotes  Dr. 
Hufbauer  as  saying  that,  as  this  will  be  devastating  to  the  automo- 
bile industry  within  Western  New  York,  there  is  no  question  about 
it.  Also,  as  I  understand  it,  that  the  job  improvements  that  he  saw 
in  his  book  only  went  up  to  a  certain  period  of  time.  But  there 
were  not  enough  pages  in  the  book  to  go  beyond  that  period  of 
time.  If  you  would  have  gone  beyond  that  period  of  time,  an  addi- 
tional 5  or  10  years,  you  would  have  shown  net  job  loss  in  the 
United  States.  Maybe  the  article  wasn't  correct.  That  is  why  I  am 
asking. 

Dr.  Bergsten.  I  did  pull  out  your  letter  to  the  editor  to  the  Wall 
Street  Journal.  I  am  afraid  it  was  based  on  some  erroneous  infor- 
mation in  the  original  article,  which  suggested  that  there  was  a 
long-term  projection  by  the  Institute  that  NAFTA  would  not  bene- 
fit U.S.  employment  after  10  years. 

There  are  two  ways  in  which  we  believe  the  NAFTA  will  benefit 
U.S.  employment.  The  first  is  a  transitional  effect,  as  Mexico  moves 
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into  a  large  trade  deficit — as  it  has  already  done — and  runs  large 
trade  deficits  for  a  number  of  years.  The  whole  objective  of  the 
NAFTA  and  the  Mexican  economic  reforms,  which  it  supports,  is  to 
promote  capital  investment  in  Mexico.  As  a  result,  lots  of  foreign 
capital  comes  in,  including  repatriation  of  capital  by  Mexicans. 
That  net  capital  inflow  means  that  they  have  a  huge  trade  deficit. 
Since  75  percent  of  their  trade  is  with  us,  that  means  that  we  have 
a  trade  surplus  with  Mexico,  and  that  creates  jobs  for  Americans. 
Our  trade  with  Mexico  has  created — no  debate  about  it — a  quarter 
of  a  million  American  jobs. 

Chairman  LaFalce.  But  what  we  are  exporting  is  the 

Dr.  Bergsten.  But  how  long  does  Mexico  continue  those  deficits? 
Honest  people  will  disagree.  In  fact,  no  one  knows. 

In  our  book,  we  suggested  a  possible  analogy  with  Korea,  which 
for  20  years  went  through  a  rapid  growth  phase,  importing  capital, 
running  trade  deficits,  and  the  like. 

One  could  even  look  at  Canada,  which  has  run  trade  deficits  for 
100  years.  That  is  why  the  United  States  has  generally  run  a  trade 
surplus  with  Canada.  It  took  5  years  in  the  Mexican  Government. 

The  second  point  is  that  the  transition  period  might  last  for  a 
long  time — a  decade  or  more.  Your  letter  said  10  years.  Dr.  Huf- 
bauer  said  it  might  be  10.  I  will  say  it  might  be  1  or  5.  We 
shouldn't  focus  on  any  given  period  because  we  don't  know. 

Then  comes  the  third  point,  namely,  the  long-run  impact  of  any 
trade  liberalization,  including  one  between  United  States  and 
Canada,  which  you  supported.  The  net  effect  of  any  trade  liberal- 
ization is  increased  economic  efficiency.  The  goal  is  not  to  change 
trade  balances,  though  that  does  happen  in  the  transition  period. 
The  goal  is  to  improve  the  efficiency  of  the  economy.  That  is  the 
part  of  the  reforms  that  leads  to  major  growth  and  creation  of  jobs. 
Over  the  long  run  that  is  what  we  gain,  and  that  is  what  they  gain 
both  in  the  short  and  the  long  run.  The  United  States  gains  jobs 
for  different  reasons.  It  might  be  limited  to  10  years  or  it  may  be 
longer.  Why  didn't  we  put  it  in  the  final  study?  Because  it  was 
speculative  as  to  what  the  total  people  was.  Dr.  Hufbauer  said,  if 
there  are  any  doubts  about  it,  we  put  it  fully  in  the  record.  We  lay 
it  out,  and  we  get  comments  on  our  draft  as  to  what  to  put  in  the 
final  version.  A  lot  of  people  thought  it  was  so  speculative  that  we 
deleted  it,  but  later  we  put  it  back.  That  is  the  outcome.  But  the 
analytical  bottom  line  is  that,  both  in  the  transition  period  and  in 
the  long  run,  NAFTA  is  going  to  help  the  American  economy.  But 
it  will  create  dislocation  in  specific  sectors  and  specific  regions. 

Our  bottom  line  for  the  transition  period  is  that  there  will  be 
gross  job  creation  of  300,000  jobs,  and  a  gross  job  loss  of  120,000,  for 
a  net  job  gain  of  something  like  200,000.  To  be  sure,  there  will  be 
some  gross  job  loss.  That  is  why  we  have  come  down  strongly  in 
favor  of  effective  worker  adjustment  programs. 

Chairman  LaFalce.  Of  course,  we  approximate.  Let's  assume  the 
validity  of  those  net  jobs  gross  200,000,  whatever  it  may  be,  that  is 
over  quite  a  period  of  time? 

Dr.  Bergsten.  That  is  a  5-year  estimate. 

Chairman  LaFalce.  That  is  marginal,  very  small  in  the  total 
economy.  But  what  about  the  quality  of  the  jobs? 
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Dr.  Bergsten.  The  purpose  of"  this  analysis  that  led  to  the  long- 
run  question  was  not  to  try  to  determine  the  net  effect  on  Ameri- 
can jobs.  It  was  to  look  at  the  composition  of  jobs. 

Here  our  authors  came  up  with  a  rather  surprising  conclusion.  It 
surprised  me,  at  any  rate.  They  disaggregated  United  States- 
Mexico  trade  into  three  different  ITC  categories,  and  they  tried  to 
see  which  sectors  would  gain  jobs  through  export  expansion,  and 
which  sectors  would  lose  jobs  through  increased  imports  from 
Mexico.  It  turned  out  that  the  nature  of  the  jobs  are  virtually  iden- 
tical in  terms  of  their  average  wage. 

We  discussed  this  result  with  a  lot  of  outside  economists.  There 
has  been  a  lot  of  commentary  on  that  part  of  the  study  among  ana- 
lysts, and  so  far  it  has  stood  up  to  others  who  have  tried  to  repli- 
cate the  analysis.  It  is  surprising.  But  it  says  that  there  is  not 
much  difference  in  the  quality  of  jobs  that  we  gain  versus  those 
that  we  lose. 

Chairman  LaFalce.  That  does  surprise  me. 

Dr.  Bergsten.  That  is  surprising.  It  does  suggest  an  increasing 
integration  of  the  two  economies,  with  a  lot  of  these  trade  expan- 
sions being  intraindustry,  rather  than  one  big  industry  being  ex- 
ported and  another  big  industry  imported.  That  is  what  you  tend  to 
see  as  countries  become  integrated  in  an  economic  sense.  But  that 
is  a  striking  and  important  finding,  and  I  am  glad  you  raised  it. 
They  wanted  to  see  how  that  looked  over  the  long  run. 

Chairman  LaFalce.  OK.  The  Clinton  administration  thinks  that 
the  agreement  that  was  negotiated  is  inadequate,  and,  therefore, 
they  have  suggested  side  bars.  They  suggested  side  bars  or  side 
agreements,  at  least  during  the  course  of  the  campaign,  in  three 
areas  as  I  recall:  The  environment;  labor  conditions;  and  import 
surges. 

I  have  seen  discussion  of  the  environment  and  of  labor.  I  have 
seen  little  discussion  of  this  import  surge  side  bar. 

Do  you  know  what  they  might  be  contemplating?  Would  you 
have  any  advice  to  them  on  that  issue? 

Dr.  Bergsten.  What  was  initially  contemplated  in  the  speech 
that  Candidate  Clinton  gave  in  North  Carolina  in  August  was  an 
additional  safeguard.  The  agreement,  as  negotiated,  had  a  signifi- 
cant safeguard  provision,  such  that  if  there  were  surges  of  imports, 
there  could  be  limitations  or  even  snapbacks  of  the  tariffs  that  had 
been  in  place  previously.  This  is  what  came  to  be  called,  in  the 
jargon,  a  "supersurge"  provision.  It  laid  an  additional  requirement 
in. 

I  think  there  was  one  particular  industry  that  was  worried,  and 
its  concerns  were  addressed  in  this  case.  In  our  study  we  concluded 
that  the  provision  was  unnecessary,  that  there  were  plenty  of  safe- 
guards in  the  existing  agreement.  The  phase-in  for  the  liberaliza- 
tion was  quite  long  already  in  the  case  of  agriculture,  which  is 
where  this  concern  came  around.  It  was  15  years.  Yet  even  so, 
there  were  these  snapback  provisions  in  case  imports  came  in 
faster  than  could  be  accepted.  So  we  didn't  see  any  need  for  it. 

The  negotiations  with  the  Mexicans  are  beginning  today,  I  think, 
on  the  side  agreements,  and  I  am  honestly  not  sure  where  the  one 
on  the  supersurge  stands. 
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You  may  have  followed  what  Mickey  Kantor  has  been  saying  on 
this.  The  Mexicans  were  questioning  whether  the  supersurge  was 
needed.  I  honestly  don't  know  where  that  stands.  That's  the  whole 
concern,  and  I  think  it  is  one  of  the  things  that  they  want  to  dis- 
cuss. But  I  don't  think  there  is  any  more  work  being  done,  unless 
you  are  in  the  sugar  industry  and  you  are  following  it  closely,  be- 
cause I  think  that  is  where  much  of  the  concern  was  for  adequate 
protection.  We  will  see. 

Chairman  LaFalce.  Mr.  Kantor's  testimony  before  another  com- 
mittee of  Congress  mentioned  something  else  that  didn't  fit  neatly 
into  the  suggestion  of  the  environment  or  labor  or  surge.  It  had  to 
do  with  the  legal  system  within  Mexico.  Have  you  heard  any  dis- 
cussion of  this? 

Dr.  Stern.  Well,  I  think  that  this  goes  to  these  other  issues.  In 
other  words,  whether  any  of  the  new  agreements  in  either  one  of 
these  three  sidebars  would  necessitate  changes  in  the  Mexican 
legal  system.  For  example,  in  the  supplemental  side  or  on  environ- 
mental protection  one  question  raised  is  the  ability  to  go  into  the 
courts  in  Mexico  if  there  is  a  problem.  This  would  also,  I  think, 
relate  perhaps  to  worker  rights. 

So,  I  think  that  the  legal  system  refers  to,  in  effect,  how  much 
teeth  either  of  these  three  sidebars,  or  all  of  them,  will  have.  One 
of  the  measures  some  are  looking  at  for  teeth,  for  how  much  teeth 
there  might  be,  is  whether  you  can  reach  into  and  use  the  Mexican 
legal  system  if  you  have  a  problem. 

Chairman  LaFalce.  A  very  serious  consideration. 

Dr.  Stern.  Because,  as  he  said  earlier  last  week,  he  was  con- 
cerned about  the  extent  to  which  U.S.  laws,  therefore,  would  have 
to  be  changed. 

Then  you  get  into  the  sovereignty  issues  as  well.  Of  the  three  cri- 
teria that  the  Mexicans  established  as  to  their  willingness  to  dis- 
cuss three  sidebars,  one  of  them  was  as  long  as  sovereignty  is  not 
crossed.  So,  this  starts  to  raise  questions  about  just  how  far  one  can 
go  in  these  negotiations  with  the  Mexicans  and  then  how  far  one 
wishes  to  go  considering  that  that  would  also  leave  us  open  to  be 
asked  to  do  the  same  things. 

Chairman  LaFalce.  One  of  the  points  that  I  would  make  is  that 
this  question  is  coming  up  at  the  tail  end  of  the  process.  I  thought 
this  was  such  a  fundamental  threshold  question  that  it  should  have 
been  brought  up  at  the  beginning  of  the  negotiations,  the  funda- 
mental legal  framework  of  Mexico  and  their  ability  to  enforce  an 
agreement  internally. 

Dr.  Bergsten,  you  remember  talking  about  job  loss.  Did  you  refer 
to  job  loss  in  the  United  States  because  of  the  imports  from  Mexico 
as  opposed  to  the  job  loss  that  might  come  about  in  the  United 
States  because  of  the  United  States'  investment  in  Mexico? 

Dr.  Bergsten.  Yes,  I  did.  I  think  it  is  fair  to  say  that  U.S.  invest- 
ment in  Mexico  would  only  create  job  loss  in  the  United  States  if 
we,  in  turn,  imported  from  the  firms  created  in  Mexico  by  the  in- 
vestment instead  of  buying  from  domestic  sources.  There  is  a 
caveat  on  that. 

Chairman  LaFalce.  Has  that  been  studied. 
Dr.  Bergsten.  It  is  in  our  book. 
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Chairman  LaFalce.  Have  we  projected  job  loss  due  to  U.S.  in- 
vestment in  Mexico? 

Dr.  Bergsten.  Well,  as  I  say,  to  the  extent  that  investment  pro- 
duces U.S.  imports  from  Mexico,  we  did  look  at  that.  We  didn't  try 
to  disaggregate  whether  the  United  States  imports  from  Mexico, 
due  to  the  NAFTA,  would  come  as  result  of 

Chairman  LaFalce.  About  the  fact  that  U.S.  investment  in 
Mexico  would  not  only  lead  to  increased  imports  from  Mexico  but 
would  also  lead  to  fewer  exports  from  the  United  States,  that  is, 
these  U.S.  investments  not  made  in  the  United  States  but  made  in 
Mexico  would  be  shipping  to  the  rest  of  the  world  from  Mexico  and, 
therefore,  bring  about  a  job  loss  in  the  United  States  unrelated  to 
the  imports  from  Mexico,  has  that  been  included  within  the  Huf- 
bauer  study? 

Dr.  Bergsten.  Well,  I  was  just  looking  back  through  it.  Certainly 
the  loss  of  exports  to  Mexico  would  be  envisioned. 

On  the  broader  question,  they  addressed  it  in  the  following  way: 
They  noted  that  some  people  who  have  estimated  job  losses  on  bal- 
ance from  NAFTA  postulate  that  U.S.  investment  in  Mexico  would 
be  offset  by  an  equivalent  reduction  of  U.S.  investment  in  the 
United  States.  In  other  words,  a  firm  investing  in  Mexico  would 
reduce  its  U.S.  investment  by  the  same  amount.  There  is  no  evi- 
dence for  that. 

Chairman  LaFalce.  There  is  no  evidence  for  the  contrary  either? 

Dr.  Bergsten.  Yes;  there  is.  I  did  a  book  on  this  15  years  ago. 
Those  of  us  who  studied  foreign  investment  by  America,  Canada, 
Europe,  and  the  developing  countries  asked  the  question:  Did  that 
foreign  investment  hurt  the  U.S.  economy  by  displacing  U.S.  ex- 
ports? 

Chairman  LaFalce.  But  they  didn't  have  a  free  trade  agreement 
at  that  time. 

Dr.  Bergsten.  You  are  right.  In  principle,  that  could  make  a  dif- 
ference. But  in  all  previous  studies  of  the  impact  of  outward  invest- 
ment by  American  firms  on  U.S.  jobs,  the  conclusion  was  that  in 
some  industries  it  did  offset,  but  in  other  industries  it  increased 
U.S.  jobs. 

But  then  subsequently,  through  the  network  set  up  by  the  invest- 
ing firm,  the  conclusion  we  reached  in  my  1978  book,  which  is  still 
the  definitive  book  on  this,  suggests  that  it  is  a  wash,  that  foreign 
investment  by  American  firms  has  no  discernible  impacts  on  U.S. 
exports  around  the  world. 

You  raise  a  good  question:  If  it  is  part  of  a  free  trade  agreement, 
does  it  change  the  equation?  In  the  Huftauer  book,  we  did  study 
the  impact  on  Mexico-United  States  free  trade,  and  whether  there 
would  be  any  displacement  of  U.S.  exports  to  Mexico  and  that 
comes  into  the  total  number  of  net  exports  and  imports  the  trade 
balance.  I  am  not  sure  that  they  looked  at  the  possibility  of  the  dis- 
placement to  third  markets.  We  actually  looked  at  the  converse, 
you  might  be  interested  to  know.  Does  the  NAFTA  displace  Korean 
exports  to  North  America?  The  answer  is,  yes,  but  for  a  short  time 
and  a  small  amount — a  few  billion  dollars. 

One  of  my  other  staff  members,  Mark  Noland,  did  a  detailed 
study  of  that  and  showed  it  to  be  $3  to  $4  billion.  The  Koreans  are 
up  in  arms  and  want  to  join  NAFTA.  Other  Asian  countries  are  up 
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in  arms.  My  point  is  that  we  are  going  to  divert  trade  away  from 
here  to  other  countries.  I  can't  tell  you  for  sure  that  was  done  in 
this  study. 

Dr.  Stern.  If  I  might  put  this  in  perspective  a  little  bit,  the 
amount  of  investment  that  goes  on  in  the  United  States  swamps 
the  amount  of  investment  that  is  taking  place  in  Mexico  by  Ameri- 
can companies. 

A  reduction  in  interest  rates  in  this  country  does  far  more  than 
the  volumes  that  we  are  trying  to  track  of  investment  in  Mexico. 
The  reduction  in  interest  rates  here  drives  the  kind  of  investment 
and  the  volumes  of  investment  that  are  going  on  in  this  country. 
So,  what  we  are  trying  to  compare  is  an  elephant  to  a  mouse, 
frankly. 

But  looking  at  the  mouse,  American  companies  investing  in 
Mexico,  much  of  it  is  in  the  services  area.  Much  of  it  is  in  hotels, 
restaurants,  in  the  McDonald's,  in  the  retailing  outlets;  and  that 
doesn't  take  jobs  away  from  the  United  States. 

Chairman  LaFalce.  Is  that  the  most  recent?  I  thought  the  most 
recent  study  shows  that  the  majority  of  exports  were  in  the  area  of 
capital  goods. 

Dr.  Stern.  Certainly  most  of  our  exports  are  in  the  capital  goods 

area. 

Chairman  LaFalce.  For  the  development  of  infrastructure. 

Dr.  Stern.  Yes;  but  that  investment  in  the  services  sectors  down 
there  and  those  growing  markets  are  not  displacing  and,  in  fact, 
can  be  making  jobs  in  the  United  States. 

I  also  think,  when  you  look  at  the  various  industries  that  have 
increased  jobs  in  the  United  States,  because  you  do  have  those 
growing  markets  in  Mexico  because  of  the  liberalization  that  is 
going  on,  that  will  be  locked  in,  of  course,  by  the  NAFTA. 

There  are  certainly  crying  examples,  and  there  is  a  lot  of  pain 
when  firms  have  decided  either  to  close  their  shop  altogether  or  to 
move  in  order  to  be  more  competitive  with  other  competitors  from 
Asia  and  other  countries.  Yet  there  are  a  lot  of  human  faces  among 
the  gainers  where  there  has  been  greater  investment  back  here  in 
the  United  States  to  supply  markets  that  are  growing  in  Mexico. 

But  put  all  of  that  together,  it  is  still  small  compared  to  what  we 
do  at  home  by  virtue  of  making  ourselves  more  competitive,  by  re- 
ducing the  budget  deficit,  and  by  virtue  of  the  reduction  of  interest 
rates  that  will  drive  the  enormous  sums  of  investment  that  we 
need  here  in  this  country. 

Dr.  Bergsten.  There  is  one  other  direct  effect  of  that  that  I 
would  like  to  mention  quickly.  One  of  the  objectives  of  the  NAFTA 
is  to  improve  the  global  competitiveness  of  all  the  member  coun- 
tries in  North  America,  and  it  is  quite  conceivable  that  we  would 
lose  exports  from  some  30  countries  out  of  Mexico.  But  it  is  possible 
that,  by  drawing  on  duty-free  components  from  Mexico  and 
Canada,  U.S.  firms  will  be  able  to  increase  their  market  share  in 
countries  around  there.  There  is  the  positive  effect  that  trade  will 
grow  on  both  sides  of  the  equation.  There  will  be  dislocations,  but 
on  a  net  basis  it  will  still  be  a  winner  on  that  count. 

Chairman  LaFalce.  That  may  or  may  not  be  the  case.  I  grant 
you  that.  One  of  the  things  that  is  important  to  keep  in  mind  is 
that  we  are  not  simply  in  a  numbers  game  regarding  economic  ac- 
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tivities  or  numbers  where  we  talk  about  competitiveness,  that  we 
all  have  in  mind,  improving  the  standard  of  living  of  our  citizenry. 
Maybe  the  standard  of  living  of  citizenry  of  other  countries,  too, 
but  as  a  secondary  result. 

We  have  been  declining  at  a  rather  alarming  pace.  We  have 
relied  for  maintenance  of  our  living  standards  on  an  increased 
number  of  women  in  the  work  force  in  order  to  stabilize  the  family 
income  as  opposed  to  the  individual  income. 

We  are  fast  approaching  the  point  where  we  are  going  to  be 
reaching  full  utilization  of  that  resource,  and  then  we  cannot  do  it 
anymore.  So,  we  have  to  be  very  careful  in  our  trade  agreements 
that  we  do  not  produce  the  type  of  jobs  that  look  good  on  paper  but 
are  not  good  enough  to  maintain  or  improve  our  standard  of  living. 
That  is  very  important. 

I  am  very  concerned  about  the  investment  question.  I  want  to  do 
a  lot  to  help  Mexico.  I  think  that  is  important.  But  I  am  also  con- 
cerned that  we  will  have  import  surges.  I  know  Ross  Perot  was 
very  concerned  during  the  course  of  the  presidential  campaign.  He 
was  the  only  presidential  candidate  who  spoke  against  it.  One  of 
his  chief  concerns  was  the  U.S.  investment  in  Mexico  that  would 
take  place.  So,  our  Small  Business  Committee  will  be  hearing  from 
Mr.  Perot  on  this  subject  next  Wednesday  at  1  o'clock. 

Dr.  Bergsten.  Could  I  suggest  a  question  to  him?  He  talked 
about  this  great  sucking  sound  of  investment  going  from  north  to 
south.  Ask  him  if  he  has  looked  at  statistics.  The  sucking  sound 
that  I  have  heard  is  an  enormous  burst  of  American  exports  to 
Mexico  as  their  trade  has  swung  into  a  huge  deficit  over  the  last 
few  years.  We  have  created  a  quarter  of  a  million  U.S.  jobs  as  a 
result.  But  if  anybody  else  has  looked  at  the  data,  part  of  the  suck- 
ing sound  is  a  huge  job-creating  machine. 

Chairman  LaFalce.  I  guess  it  is  a  question,  though,  of  what 
those  exports  are;  what  you  are  sending.  If  they  are  finished  goods 
and  services,  consumer  products,  that  is  one  thing.  If  those  exports 
are,  basically,  the  equipment,  the  plants,  the  infrastructure  for 
future  production,  then  you  are  giving  yourself  a  temporary  export 
surge  in  the  United  States  at  a  very  possible  long-term  detriment. 

We  will  explore  some  of  this  in  the  future. 

I  thank  you  very,  very  much.  As  always,  I  find  it  intellectually 
stimulating  to  have  witnesses  such  as  you,  particularly  yourself, 
before  this  committee. 

I  thank  you  very  much. 

[Whereupon,  at  4:56  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair. 1 
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STATEMENT  OF  SEP.  JOHN  J.  LaFALCE,  CHAIRMAN 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  "COMPETITIVENESS  POLICY  COUNCIL:   RECOMMENDATIONS 
FOR  AMERICA'S  FUTURE" 

MARCH  17,  1993 


This  afternoon  the  Committee  on  Small  Business  is  receiving 
on  behalf  of  the  House  of  Representatives  the  "Second  Annual  Report 
to  the  President  and  Congress"  submitted  by  the  Competitiveness 
Policy  Council.  This  hearing,  in  fact,  will  be  the  first  in  a 
series  of  hearings  by  this  Committee  in  the  103rd  Congress  to 
examine  various  issues  on  coitpetitiveness  and  particularly  those 
that  affect  small  business. 

The  Competitiveness  Policy  Council  is  the  creation  of  the 
Omnibus  Trade  amd  Competitiveness  Act  of  1988,  an  initiative  which 
I  promoted- -and,  in  fact,  is  the  descendant  of  a  bill  that  I 
submitted  in  1986,  the  Council  on  Industrial  Competitiveness  Act. 
The  1988  Competitiveness  Policy  Council  was  mandated  to,  among 
other  duties,  "recommend  national  strategies  for  enhancing  U.S. 
productivity  and  international  competitiveness."  It  was  also 
given  the  power  to  establish  subcouncils  of  public  and  private 
leaders  to  analyze  specific  competitiveness  issues.  This  Second 
Annual  Report  which  we  receive  today  is  the  product  of  the 
Subcouncils'  deliberations  this  past  year. 

The  Council  and  its  report  hold  special  interest  for  me.  Ten 
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years  ago  in  June  1983  as  Chairman  of  the  Economic  Stabilization 
Subcoiranittee  of  the  Banking  Committee,  I  began  a  series  of  hearings 
on  the  competitiveness  problems  facing  the  United  States.  Ten 
years  ago  I  said,  "America's  predominant  economic  position  in  the 
world  is  in  jeopardy,  and  the  consequences  of  continued  decline  in 
our  industrial  competitiveness  will  mean  a  permanently  dislocated 
work  force  euad  reduced  standard  of  living  for  most  Americans."  I 
also  noted  then  that  "the  last  decade  has  sent  an  unmistakable 
message.  It  is  now  time- -in  fact,  past  time- -to  respond.  If  we 
sit  back  and  do  little  but  rely  on  truisms  that  ignore  the  current 
realities  of  global  competition,  then  foreign  industries  and 
workers  will  continue  to  enjoy  a  critical  advantage."  These  words 
ring  as  true  today  as  they  did  ten  years  ago. 

witnesses  in  that  series  were  no  less  than  then-Governor  Bill 
Clinton,  Robert  Reich,  Laura  D'Andrea  Tyson,  and  Ira  Magaziner. 
Mr.  Reich  and  Dr.  Tyson  are  now,  of  course,  major  architects  of 
President  Clinton's  program  to  put  this  country  back  on  a 
competitive  path.  I  might  also  add  that  Dr.  Tyson  and  I  both 
served  on  the  Council ' s  Manufacturing  Subcouncil .  And  I  am  pleased 
to  note  that  many  of  the  Manufacturing  Subcouncil '  s  recommendations 
already  have  been  incorporated  into  President  Clinton's  announced 
policies  for  a  more  competitive  America.  Such  ideas  as  a  national 
network  of  manufacturing  extension  centers,  greater  emphasis  on 
dual -use  Research  and  Development  for  military/civilian  technology, 
and  a  shift  in  the  ratio  of  federal  funding  between  military  and 
civilian/dual -use  research  to  50:50  all  were  proposed  by  our 
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Subcouncil  and  have  been  adopted  by  President  Clinton. 

Recently  I  have  noticed  a  spate  of  press  and  journal  articles 
bemoaning  the  U.S.  slide  toward  a  so-called  industrial  policy. 
Last  week,  the  Wall  Street  Journal  featured  a  piece  entitled  "The 
Great  Industrial  Policy  Hoax"  that  highlighted  the  alleged 
"mistakes"  that  Japan's  MITI  has  made  in  selecting  sectors  for 
government  attention.  These  have,  according  to  the  author,  led  to 
"disappointment  and  wasted  resources."  Let  me  emphasize,  however, 
that  those  who  continue  to  frantically  wave  the  warning  flag 
against  picking  "winners  and  losers"  have  missed  the  basic  points 
of  what  it  means  to  be  competitive  and  how  a  nation  reaches  this 
goal.  I  have  no  doubt  that  Japein  and  MITI  have  suffered  failures 
and  false  choices.  I  also  have  no  doubt  that  they  have  had' 
breakthroughs  and  successes  that  they  would  not  have  otherwise  had. 
But  that  is  beside  the  point. 

The  issue  is  not  whether  the  United  States  follows  Japan's 
methods --or  the  EC's,  for  that  matter- -of  competing.  The  issue  is 
what  role  should  the  United  States  Government  play  that  will  most 
effectively  support  and  strengthen  factors  contributing  to  the 
private  sector's  competitiveness.  I  know  that  the  Manufacturing 
Subcouncil  stated  fervently  at  the  outset  of  its  deliberations  that 
primary  responsibility  for  our  nation's  competitiveness  lies  with 
the  private  sector.  What  the  Clinton  Administration  is  doing,  and 
what  the  Con5>etitiveness  Policy  Council  is  recommending,  is  simply 
adopting  policies  that  will  allow  the  private  sector  to  "be  all 
that  it  can  be . " 
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The  difference  between  picking  "winners  and  losers"  and 
pursuing  a  competitivenss  strategy  as  the  Council  and  President 
Clinton  advocate  is  that  the  latter  addresses  the  underlying 
fundamentals  of  competitiveness:  savings,  investment, 
infrastructure,  fiscal  policy,  education,  and  training.  We  do  our 
country  and  its  citizens  a  disservice  if  we  as  a  government  fail 
to  recognize  that  we  are  in  a  new  era  of  increasingly  intense 
international  competition.  We  must  not  fail  to  lead,  to  have  the 
insight  to  shift  to  new  ways  of  approaching  problems.  I  do  not 
advocate  having  the  U.S.  Government  stepping  in  to  solve  the 
private  sector's  problems.  Nor  do  I  advocate  the  U.S.  Government 
turning  its  back  on  problems  owing  to  an  outdated  competitiveness 
theology  in  the  name  of  "free  trade." 

This  brings  me  to  another  point.  We  must  not  confuse  our 
efforts  toward  economic  security  and  improved  competitiveness  with 
a  weakened  commitment  to  multilateralism  and  an  open,  fair 
international  trading  system.  President  Clinton  has  clearly  stated 
this  country's  strong  commitment  to  multilateralism  in  the  trade 
arena.  But  this  commitment  does  not  mean  that  we  stand  idle  or 
defenseless  while  our  trade  competitors  freely  pummel  our 
industries  with  practices  that  clearly  put  our  private  sector  at 
a  disadvantage.  Nor  does  it  mean  that  we  should  adopt  the  same 
practices.  It  does  mean  that  we  reassess  the  policy  environment 
imposed  on  our  private  sector  and  honestly  evaluate  how  we  can 
compete  more  smartly.   In  the  final  analysis,  it  means  that  we  as 
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a  nation  must  understand  where  we  are  going  and  what  the  problems 
are  in  order  to  achieve  the  goals  and  opportunities  that  we 
envision  for  our  future. 

That  is  why  I  am  pleased  to  have  Dr.  Bergsten  present  to  the 
Committee  the  Council's  thorough  and  painstaking  analysis  of  our 
country's  competitiveness  problems  and  how  the  Council's  members 
believe  these  problems  should  be  addressed  and  turned  around. 
Dr.  Bergsten,  thank  you  for  being  here  this  afternoon.  Let  me 
add  that  this  Committee  already  is  planning  to  invite  other  members 
of  your  Council  and  Subcouncils  to  explore  your  recommendations  in 
greater  detail  at  a  future  date.  Please  proceed  with  your 
presentation,  and  we  will  follow  with  a  question  and  answer  period. 
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STATEMENT  OF  REPRESENTATIVE  JAN  MEYERS 

COMMITTEE  ON  SMALL  BUSINESS 

"SECOND  ANNUAL  REPORT  of  the  COMPETITIVENESS  POLICY  COUNCIL" 

U.S.  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C. 

MARCH  17,  1993 

Thank  you,  Mr.  Chairman,  and  thank  you.  Dr.  Bergsten,  for 
joining  us  today  to  discuss  the  findings  and  recommendations 
contained  in  the  Competitiveness  Policy  Council's  Second  Annual 
Report . 

The  Council's  mission,  to  identify  those  factors 
contributing  to  America's  competitiveness  problems  and  point  to 
some  solutions  to  those  problems,  is  an  extremely  important  one. 
I  do,  however,  have  some  concerns  which  you  can  address  today. 
In  examining  the  composition  of  the  Council,  one  very  important 

guestion  comes  to  mind where  are  the  representatives  of  this 

country's  20  million  small  enterprises?   I  ask  the  question  non- 
critically,  as  I  approve  of  much  you've  done  and  many  of  the 
recommendations  put  forward  by  the  Council.   However,  could  you 
tell  me  how  many  small  business  representatives  serve  on  the 
Council  and  its  Subcouncils?   The  Council  appears  to  be  dominated 
by  Big  Business,  Labor,  and  Government.   While  small  enterprises 
create  more  new  jobs,  products  and  services  than  any  other 
segment  of  our  society,  I  believe  their  interests  and  unique 
perspective  may  have  been  neglected  by  the  Council. 

This  is  a  widespread  problem  that  extends  far  beyond  the 
Competitiveness  Policy  Council.   In  your  prepared  statement.  Dr. 
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Bergsten,  you  applaud  the  Administration  for  creating  a  National 
Economic  Council.   I  agree  that  establishing  a  National  Economic 
Council  is  a  good  idea.   Unfortunately,  there  is  no 
representative  of  our  nation's  small  businesses  on  that  Council. 
I  personally  wrote  to  President  Clinton  almost  two  months  ago, 
expressing  my  concern  at  that  situation.   In  that  same  letter,  I 
also  expressed  my  disappointment  to  the  President  that  the 
Administration's  Health  Care  Task  Force  has  no  small  business 
representative.   As  members  of  the  Small  Business  Committee,  and 
advocates  for  small  business,  I  feel  very  strongly  that  it  is  our 
responsibility  to  insist  that  small  business  be  given  a  voice  at 
all  levels  of  government  and  in  all  councils,  task  forces,  and 
the  like,  whose  activities  will  certainly  impact  small  business. 

This  pattern  of  excluding  or  minimizing  the  views  and 
concerns  of  small  business  in  vital  policy  discussions  should 
end.   I  hope  that  you  will  address  these  concerns  in  your  oral 
testimony  today,  or  during  questions,  and  raise  them  with  the 
other  members  of  your  Council,  making  every  effort  to  rectify  the 
situation.   I  would  be  happy,  as  I'm  sure  the  Chairman  would,  to 
offer  the  Committee's  help  in  identifying  small  business 
advocates  willing  to  serve  on  the  Council  and  its  Subcouncils. 

Thank  you,  Mr.  Chairman,  and  I  look  forward  to  Dr. 
Bergsten 's  testimony. 
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0PE3«IJG  REMARKS  BY  CONGRESSMAN  SAM  JCHNSON  (TX) 
SMALL  BUSINESS  FULL  CCMMI1TEE 

THANK  YOU  MR.  CHAIRMAN. 

I  WANT  TO  WELCOME  OUR  GUESTS  FROM  THE  COMPETITIVENESS 

POLICY  COUNCIL  TO  THE  SMALL  BUSINESS  COMMITTEE  TODAY. 

COMPETITIVENESS  IS  WHAT  KEEPS  SMALL  BUSINESSES  ALIVE.    THEY 
PLAY  A  MAJOR  ROLE  IN  THIS  NATION'S  ECONOMY,  AND  SPUR  JOB 
GROWTH  AND  ECONOMIC  PROSPERITY. 

THROUGHOUT  THE  COMPETITIVENESS  POLICY  COUNCIL'S  SECOND 
REPORT,  WE  FIND  GOALS  SUCH  AS  INCREASING  PRODUCTIVITY, 
RAISING  THE  INDIVIDUAL  STANDARD  OF  LIVING,  AND  INCREASING 
HOUSEHOLD  AND  CORPORATION  SAVING.    THESE  ARE  ALL 
IMPORTANT  AIMS.    YET,  I  CAN'T  FIND  ANY  MENTION  OF  SPENDING 
PROGRAMS  WHICH  SHOULD  BE  REDUCED  OR  ELIMINATED  TO  ALLOW 
US  TO  ACHIEVE  THESE  GOALS. 

FOR  THIS  REASON,  I  QUESTION  THE  FACT  THAT  THE  COUNCIL 
ENDORSES  RAISING  TAXES  ON  THE  AMERICAN  PEOPLE  AS  A  MEANS  OF 
INCREASING  COMPETITIVENESS.    TAXES,  IN  MY  BOOK,  ARE  ANTI- 
COMPETITIVE. 
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THE  COMPETITIVENESS  POLICY  COUNCIL,  THE  ADMINISTRATION,  AND 
THE  CONGRESS  WOULD  BE  WISE  TO  LISTEN    AND  LEARN  FROM  THE 
SMALL  BUSINESSES  OF  THIS  COUNTRY.    TO  SMALL  BUSINESSMEN, 
INCREASING  PRODUCTIVITY  AND  COMPETITIVENESS  MUST  FIRST  BEGIN 
WITH  SCRUTINIZING  THE  BOOKS  AND  CUTTING  EXCESSIVE  COSTS. 
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A  Competitiveness  Strategy  for  America 

•Prepared  Statement  of 

C.  Fred  Bergsten 

Chairman,  Competitiveness  Policy  Council 

before  the 

Committee  on  Small  Business 

US  House  of  Representative 

March  17,  1993 

Thank  you,  Mr.  Chairman  for  the  opportunity  to  appear  before 
the  Committees  on  Small  Business  to  discuss  the  Second  Report  of 
the  Competitiveness  Policy  Council. 

On  behalf  of  the  Council,  I  would  like  to  thank  you,  Mr. 
Chairman,  for  your  support  of  the  Council's  work  during  the  past 
year.  The  Council  looks  forward  to  continuing  our  work  with  you  in 
the  months  ahead  as  the  Congress  takes  up  new  investment  and 
competitiveness  initiatives.  All  of  our  subcouncils  are  also 
prepared  to  present  their  analysis  and  recommendations  to  these  and 
other  Congressional  committees. 

The  Council  concludes  that  the  United  States  continues  to  face 
major  competitiveness  problems  despite  recent  pickups  in  the  growth 
of  both  the  economy  and  national  productivity.  Moreover,  it  finds 
that  the  problem  has  been  developing  for  two  or  three  decades,  so 
it  will  take  some  time  to  restore  America's  competitiveness.  The 
group  believes  the  United  States  should  seek  a  fundamental 
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turnaround  by  the  year  2  000 — the  end  of  the  decade,  the  end  of  the 
century,  and  the  end  of  the  next  two  presidential  terms.  It 
suggests  that  the  American  public  wants  and  will  support  such  an 
effort,  and  that  the  present  period  may  offer  a  rare  opportunity  to 
launch  the  needed  reforms. 

The  Council  adopts  several  key  goals  for  the  year  2000: 

raising  national  productivity  growth  to  an  annual  average  of 
2  percent  from  the  0.7  percent  rate  that  prevailed  from  1973 
to  1991,  thereby  increasing  family  incomes  by  one  third  in  a 
single  generation; 

achieving  annual  economic  growth  of  at  least  3-3  1/2  percent, 
to  create  enough  high-wage  jobs  to  restore  full  employment  and 
a  rising  standard  of  living;  and 

eliminating  the  deficit  in  our  external  balance,  halting  the 
buildup  of  foreign  debt  that  has  turned  America  into  the 
world's  largest  debtor  nation. 

To  achieve  these  goals,  the  Council  supports  many  of  the 
investment  proposals  made  by  President  Clinton  and  his  budget 
program.  The  Council  in  fact  expressed  pleasure  that  the 
President's  program  includes  a  number  of  recommendations  made  both 
in  its  First  Report,  released  in  March  1992,  and  in  its  new  Second 


51 


3 
Report.     The  Council's   latest  reconunendations,   however,   go 
considerably  further  than  those  of  the  Administration  in  three 
areas. 

First,  American  competitiveness  and  productivity  will  increase 
on  a  lasting  basis  only  if  private  investment  is  raised  permanently 
by  at  least  5  percent  of  GNP.  Such  investment  should  be  encouraged 
through : 

a  permanent  Ecmipment  Tax  Credit  (ETC^  rather  than  the 
temporary  investment  tax  credit  proposed  for  larger  firms  by 
the  Administration; 

a  permanent  Innovation  and  commercialization  Tax  Credit  (ICTC) 
to  replace  the  recently  expired  Research  and  Experimentation 
Tax  Credit,  covering  improvements  in  the  manufacturing  process 
as  well  as  in  product  technology;  and 

--  depreciation  allowances  linked  to  the  "competitive  life"  of 
equipment  rather  than  its  "tax  life,"  which  is  often  much 
longer  and  thus  discourages  new  investment. 

Second,  international  trade  has  become  a  crucial  element  of 
the  American  economy.  We  can  compete  at  home  only  if  we  can 
compete  abroad.  The  Council  therefore  recommends  a  major  new 
export  expansion  strategy  including: 
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increasing  qoverninental  export  credits  to  $20  billion  annually 
to  compete  fully  with  our  major  foreign  rivals; 

elimination  or  at  least  sharp  reduction  of  export  controls  and 
other  export  disincentives  that  currently  block  billions  of 
dollars  of  foreign  sales  by  US  companies; 

doubling  of  the  funding  for,  and  sharp  strengthening  of.  the 
government's  export  promotion  effort;  and 

—  maintenance  of  competitive  exchange  rates .  as  called  for  in 
the  Omnibus  Trade  and  Competitiveness  Act  of  1988,  via 
restoration  of  the  currency  reference  ranges  that  were 
maintained  during  1987-88. 

Third,  American  competitiveness  rests  fundamentally  on  the 
skills  of  our  people.  The  Council  argues  that  "the  bottom  line  is 
simple:  if  we  want  a  higher  standard  of  living,  we  will  have  to 
earn  it  by  improving  the  education  and  training  of  our  workforce." 
The  Council  therefore  proposes  sweeping  educational  reform 
including: 

development  of  content  and  performance  standards  for  what 
students  should  know  and  be  able  to  do; 

linking  governmental  assistance  to  higher  education  to  actions 
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by  colleges  to  raise  their  admission  standards; 

adoption  of  a  new  uniform  high  school  transcript  to  encourage 
employers  to  review  school  records; 

development  of  "pay-for-knowledge"  systems  that  reward 
teachers  for  accfuiring  the  skills  necessary  to  teach  the  new 
standards ;  and 

rewards  for  districts  and  schools  that  are  able  to  achieve 
these  high  standards. 

The  Council  based  most  of  its  recommendations  on  the  work  of 
eight  Subcouncils  that  it  created  a  year  ago  to  work  on  the 
problems  to  which  it  attached  highest  priority:  Capital  Formation, 
Corporate  Governance  and  Financial  Markets,  Critical  Technologies, 
Education,  Manufacturing,  Public  Infrastructure,  Trade  Policy  and 
Training.  Over  200  leading  Americans  participated  actively  in 
developing  the  Subcouncils'  analyses  and  proposals.  The  Council's 
program  thus  reflects  a  high  degree  of  consensus  among  leaders  of 
business,  government  (including  19  from  the  Bush  Administration  and 
22  members  of  Congress) ,  labor  and  the  public  on  most  major  aspects 
of  improving  American  competitiveness.  The  full  reports  of  all 
eight  Subcouncils  are  appended  to  the  Council's  report  and  the 
Subcouncils  will  help  the  Council  monitor  the  implementation  of 
their  respective  proposals  in  1993. 
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A  summary  of  the  Council's  complete  list  of  proposals  is 
attached.  Preliminary  versions  of  its  conclusions,  and  the  reports 
of  each  of  the  Subcouncils,  were  conveyed  to  the  newly  elected 
Administration  early  in  the  transition  period.  Some  of  the  more 
important,  all  which  seek  to  sharply  increase  the  "bang  for  each 
investment  buck,"  include: 

1.  •  Worker  training.  The  Council  concludes  that  "the  most 
striking  waste  of  our  national  resources  is  in  the  tortuous 
road  we  force  high  school  graduates  to  travel  to  make  their 
initial  entry  into  the  work  force.  Other  nations  gain  a  5  to 
10  year  head  start  (on  the  United  States) , . .  The  government 
provides  no  help  when  (the  young  workers)  need  it  most."  In 
addition,  "only  five  percent  of  our  businesses  have  replaced 
traditional  production  with  high  performance  systems." 
Remedies  include: 

new  school-to-work  transition  programs  based  on  the 
German  apprenticeship  model; 

"lifetime  learning  systems"  via  more  comprehensive 
corporate  commitments  to  train  all  workers; 

doubling  the  resources  available  for  retraining  workers 
dislocated  by  structural  changes  in  the  economy;  and 
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broadening  the  current  tax  deduction  for  job-related 
educational  expenses  to  cover  training  that  improves 
employment  skills  beyond  the  current  line  of  work. 

2.  Technology.  It  remains  largely  correct  that  "Americans  are 
good  starters  while  Japanese  (and  others)  are  good  finishers." 
American  industry  has  undervalued  the  importance  of  making 
continual  improvements  in  products  and  processes,  and  of 
manufacturing  in  general.  Government  policy  has  emphasized 
scientific  breakthroughs  rather  than  commercial 
followthroughs.  In  addition  to  the  new  tax  incentives  already 
cited,  the  Government  should: 

reorient  its  own  R&D  investment  to  civilian  and  dual-use 
purposes ; 

rapidly  expand  the  Advanced  Technology  Program  in  the 
Department  of  Commerce  to  an  annual  program  level  of  $750 
million;  and 

modify  federal  procurement  rules  to  make  the  government 
a  better  consumer  of  key  technologies. 

3.  Corporate  Governance.  Major  changes  are  obviously  transpiring 
in  the  relationship  among  managements,  boards  of  directors  and 
shareholders  in  a  number  of  companies.   Continuation  of  that 
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process  should  resolve  many  of  the  key  governance  problems. 
Companies  should,  however,  also  begin  preparing  periodic 
analyses  of  their  long-term  financial,  strategic  and 
organizational  results  in  relation  to  goals  established  by 
management  and  the  board.  These  should  include  non-financial 
measures  of  long-term  prospects  that  emphasize  intangibles 
such  as  worker  training,  guality  of  product,  research  and 
development  and  strategic  positioning  rather  than  relying 
solely  on  items  which  fall  neatly  into  the  traditional 
securities  industry's  valuations  of  price/earnings  multiples. 

Public  Infrastructure.  Public  investment  correlates  closely 
with  national  productivity  and  yields  high  returns:  30-40 
percent  for  maintenance  of  the  highway  system,  10-20  percent 
for  expanding  that  system  in  congested  areas.  But  such 
investments  were  only  half  as  great  in  1990  as  in  1980  and 
were  only  one  guarter  as  great  as  in  Germany.  One  half  of  all 
American  roads  were  recently  rated  "poor"  or  "low/fair." 
Highway  congestion  costs  us  an  estimated  $100  billion 
annually.   Especially  needed  are: 

new  intermodal  strategies,  particularly  to  support  a 
national  export  effort; 

full  funding  for  the  Intermodal  Surface  Transportation 
Efficiency  Act  (ISTEA) ; 
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an  increase  of  $12  billion  in  additional  annual  spending 
to  put  our  roads,  bridges  and  mass  transit  into  good 
working  order; 

new  federal  techniques  to  encourage  states  to  maintain 
roads  and  bridges,  such  as  bond  and  grant  covenants  that 
incorporate  a  maintenance  schedule;  and 

adoption  of  higher  roadbuilding  standards  (as  in  parts  of 
Europe)  and  life-cycle  costing  for  transportation  design. 


It  is  essential  to  pay  for  all  these  new  programs  responsibly. 
In  addition,  the  national  saving  rate  must  be  increased 
substantially  to  fund  the  required  increase  in  national  investment. 
Since  no  one  has  been  able  to  devise  effective  policy  proposals  to 
increase  private  saving,  the  increased  resources  must  be  generated 
primarily  by  reducing  the  budget  deficit  of  the  federal  government. 

The  Council  supports  the  President's  budget  program  as  a  good 
first  step  in  this  direction.  If  fully  implemented,  it  should 
generate  an  increase  in  the  national  saving  rate  of  2  1/2-3  percent 
of  GNP.  The  group  counsels  an  extensive  review  of  the  budget 
situation  as  the  President's  four-year  program  approaches  its 
conclusion.  It  suspects  that  substantial  further  cuts  in  the 
deficit  may  then  be  required,  probably  requiring  more  extensive 
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actions  such  as  reductions  in  non-means-tested  entitlement  programs 
and  institution  of  a  consumption  tax  or  value-added  tax. 

Attached  to  this  testimony  is  a  summary  of  the  Council's  key 
recommendations . 

The  Council  is  pleased  to  note  that  some  of  the  proposals  in 
its  First  Report  have  already  been  adopted.  The  International 
Trade  Commission  has  created  an  Office  of  Competitiveness  to  begin 
providing  the  baseline  projections  of  key  American  industries  which 
the  Council  views  as  essential  to  permit  intelligent  responses  to 
problems  of  specific  sectors.  The  new  Administration  has  created 
a  National  Economic  Council  to  coordinate  the  several  components 
of  the  recfuired  competitiveness  strategy,  drawing  on  detailed 
proposals  from  the  Commission  on  Government  Renewal  that  was 
partially  inspired  by  the  Council.  On  the  other  hand,  there  has 
been  no  progress  in  implementing  the  legal  requirement  that  all 
legislative  proposals  carry  Competitiveness  Impact  Statements  and 
the  Council  reiterates  it  recommendation  that  Congress  insist  that 
this  be  done. 

The  Council  plans  to  address  five  additional  key  issues  in 
1993: 

the  competitiveness  impact  of  alternative  proposals  to  reform 
health  care; 
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how  to  create  high  performance  workplaces; 

—   tort  reform; 

capital  allocation;  and 

social  problems  undermining  the  nation's  competitiveness. 

On  the  basis  of  the  detailed  proposals  for  a  comprehensive 
strategy  laid  out  in  its  new  report,  the  Council  now  plans  to 
fulfill  the  "competitiveness  ombudsman"  role  called  for  in  its 
founding  legislation. 

Mr.  Chairman,  thank  you  again  for  inviting  the  Council  to 
present  its  recommendations.  The  Congress  established  the  Council 
to  catalyze  agreement  between  business,  labor  and  management  on 
ways  to  enhance  America's  future.  I  believe  that  the  Congress  was 
correct  in  its  intuition  that  the  creation  of  an  advisory 
commission,  like  the  Council,  could  play  a  constructive  brokering 
and  consensus-building  role.  The  Council's  report  is  the  fruit  of 
our  labors.  We  hope  that  these  recommendations  will  be  helpful  to 
you  and  the  Administration  in  your  collective  efforts  to  build  a 
more  competitive  America. 
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COMPETUIVENESS  POLICY  CX)UNCIL  PROPOSES  ENHANCEMENTS  IN  CLINTON 
ECONOMIC  PROGRAM 


JOINT  HEARINGS  BEFORE  JOINT  ECONOMIC  COMMITTEE  AND  SENATE  BANKING, 
HOUSING  AND  URBAN  AFFAIRS  COMMITTEE:  10:00  am.  Room  538  Dirksen  Senate  Office 
Building 

EMBARGO:  March  16,  1993,  10:00  ajn.,  E.S.T. 

Wasliington,  March  16 — In  its  Second  Report  to  the  President  and  Congress,  the  Competitiveness  Policy 
Coundl  proposes  a  detailed  blueprint  for  a  'cnrnprehereave  competitiveness  strategy  for  America."  Its 
program  goes  beyond  that  of  President  Clinton  in  three  major  respects:  stronger  incentives  for  private 
investment,  a  new  export  expansion  strategy  and  sweeping  education  reform. 

The  Council  concludes  that  'the  United  States  continues  to  face  major  competitiveness  problems' 
despite  recent  pickups  in  the  growth  of  both  the  economy  and  national  productivity.  Moreover,  it  finds 
that  'the  problem  has  been  developing  for  two  or  three  decades...  so  it  will  take  some  time  to  restore 
America's  competitiveness.'  The  group  believes  the  United  States  should  seek  a  fundamental  turnaround 
by  the  year  2000-the  end  of  the  decade,  the  end  of  the  century,  and  the  end  of  the  next  two  presidential 
terms.  It  suggests  that  the  American  public  wants  and  will  support  such  an  effort,  and  that  the  present 
period  may  offer  a  unique  opportunity  to  launch  the  needed  reforms. 

The  Competitiveness  Policy  Council  is  a  bipartisan  national  commission  created  by  the  Congress. 
Its  twelve  corporate  leadera,  labor  union  presidents,  high  government  officials  and  representatives  of  the 
public  were  appointed  by  the  President  and  by  the  joint  leadership  of  the  Senate  and  House  of 
Representatives.  It  is  chaired  by  Dr.  C.  Fred  Bergsten,  EKrector  of  the  Institute  for  International 
Economics. 

The  Coimdl  adopts  several  key  goals  for  the  year  2000: 


raising  national  productivity  growth  to  an  annual  averaye  of  2  percent  from  the  0.7  percent  rate 
that  prevailed  from  1973  to  1991,  thereby  increasing  family  incomes  by  one  third  in  a  single 
generation; 
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achieving  annual  economic  growth  of  at  least  3-3  1 II  percent  to  create  enough  high-wage  jobs  to 
restore  full  employment  and  a  rising  standard  of  living;  and 

~        eliminatinp  the  deficit  in  our  external  balance,  halting  the  buildup  of  foreign  debt  that  has  tunied 
America  into  the  world's  largest  debtor  nation. 

To  achieve  these  goals,  the  Council  supports  many  of  the  investment  proposals  made  by  Preadent 
Clinton  and  his  budget  program.  The  Council  in  fact  expressed  pleasure  that  the  President's  program 
includes  a  number  of  recommendations  made  both  in  its  First  Report,  released  in  March  1992,  and  in  its 
new  Second  Report  The  Council's  latest  recommendations,  however,  go  considerably  further  than  those 
of  the  Administration  in  three  areas. 

First,  American  competitiveness  and  productivity  will  increase  on  a  lasting  basis  only  if  pcaalC. 
investment  is  raised  permanently  bv  at  least  5  percent  of  GNP.  Such  investment  should  be  encouraged 
through: 

a  permanent  Equipment  Tax  Credit  fETC^  rather  than  the  temporary  investment  tax  credit 
proposed  for  larger  firms  by  the  Administration; 

a  permanent  Innovation  and  Commercialization  Tax  Credit  (ICTC)  to  replace  the  recently  o^jired 
Research  and  Experimentation  Tax  Credit,  covering  improvements  in  the  manufacturing  process 
as  well  as  in  product  technology;  and 

depredation  allowances  linked  to  the  "competitive  life"  of  equipment  rather  than  its  "tax  life,"  which 
is  often  much  longer  and  thus  discourages  new  investment 

Second,  international  trade  has  become  a  crucial  element  of  the  American  economy.  We  can 
compete  at  home  only  if  we  can  compete  abroad.  The  Council  therefore  recommends  a  major  new  eapoH 
expansion  strategy  including: 

increasing  governmental  export  credits  to  S20  bUlion  annually  to  compete  fully  with  our  major 
foreign  rivals; 

-        elimination  or  at  least  sharp  reduction  of  export  controls  and  other  export  disincentives  that 
currently  block  billions  of  dollars  of  foreign  sales  by  US  companies; 
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~        doubling  of  the  funding  for,  and  sharp  strengthening  of.  the  government's  export  promotion  effort: 
and 

~       maintenance  of  competitive  exchange  rates,  as  called  for  in  the  Omnibus  Trade  and  Competitiveness 
Act  of  1988,  via  restoration  of  the  currency  reference  ranges  that  were  maintained  during  1987-88. 

Third,  American  competitiveness  rests  fundamentally  on  the  skills  of  our  people.  The  Council 
argues  that  "the  bottom  line  is  simple:  if  we  want  a  higher  standard  of  living,  we  will  have  to  earn  it  by 
improving  the  education  and  training  of  our  workforce."  The  Council  therefore  proposes  sweeping 
educational  reform  including: 

-  development  of  content  and  performance  standards  for  what  students  should  know  and  be  able  to 
do; 

-  linking  governmental  assistance  to  higher  education  to  actions  bv  colleges  to  raise  their  admission 
standards: 

-  adoption  of  a  new  uniform  high  school  transcript  to  encourage  employers  to  review  school  records: 

development  of  "pay-for-knowledge"  systems  that  reward  teachers  for  acquiring  the  skills  necessary 
to  teach  the  new  standards:  and 

~       rewards  for  districts  and  schools  that  are  able  to  achieve  these  high  standards. 

The  Council  based  most  of  its  recommendations  on  the  woric  of  eight  Subcoundls  that  it  created 
a  year  ago  to  work  on  the  problems  to  i»*ich  it  attached  highest  priority  Capital  Formation,  Corporate 
Governance  and  Fmandal  Markets,  Critical  Technologies,  Education,  Manufacturing,  Public 
Infrastructure,  Trade  Policy  and  Training.  Over  200  leading  Americans  participated  actively  in  developing 
the  Subcoundls'  analyses  and  proposals.  The  Council's  program  thus  reflects  a  high  degree  of  consensus 
among  leaders  of  business,  government  Cmcluding  19  from  the  Administration  and  22  members  of 
Congress),  labor  and  the  public  on  most  major  aspects  of  improving  American  competitiveness.  The  full 
reports  of  all  eight  Subcoundls  are  appended  to  the  Council's  report  and  the  Subcoundls  will  help  the 
Council  monitor  the  implementation  of  their  respective  proposals  in  1993. 
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A  summary  of  the  Council's  complete  list  of  proposals  is  attached.  Preliminary  versions  of  its 
conclusions,  and  the  reports  of  each  of  the  Subcoundls,  were  conveyed  to  the  newly  elected 
Administration  early  in  the  transition  period.  Some  of  the  more  important,  all  «4uch  seek  to  sharply 
increase  the  "bang  for  each  investment  buck,"  include: 

1.  Worker  training.  The  Council  concludes  that  "the  most  striking  waste  of  our  national  resources  is 
in  the  tortuous  road  we  force  high  school  graduates  to  travel  to  make  their  initial  entry  into  the 
work  force.  Other  nations  gain  a  S  to  10  year  head  start  (on  the  United  States)...  The  government 
provides  no  help  when  (the  young  workers)  need  it  most"  In  addition,  "only  five  percent  of  our 
businesses  have  replaced  traditional  production  with  high  f)erformance  systems."  Remedies  include: 

new  school-to-work  transition  programs  based  on  the  German  apprenticeship  model; 

"lifetime  learning  systems"  via  more  comprehensive  corporate  commitments  to  train  all 
vwiicers; 

—  doubling  the  resources  available  for  retraining  workers  dislocated  by  structural  changes  in 

the  economy;  and 

broadening  the  current  tax  deduction  for  job-related  educational  expenses  to  cover  training 
that  improves  employment  skills  beyond  the  current  line  of  vkork. 

2.  Technology.  It  remains  largely  correct  that  "Americans  are  good  starters  while  Japanese  (and 
others)  are  good  finishers."  American  industry  has  undervalued  the  importance  of  making  continual 
improvements  in  products  and  processes,  and  of  manufacturing  in  general.  Government  policy  has 
emphasized  scientific  breakthroughs  rather  than  commercial  foUowthroughs.  In  addition  to  the  new 
tax  incentives  already  dted,  the  Government  should 

reorient  its  own  R&D  investment  to  civilian  and  dual-use  purposes; 

~  rapidly  expand  the  Advanced  Technology  Program  in  the  Department  of  Commerce  to  an 

annual  program  level  of  $750  million;  and 

modify  federal  procurement  rules  to  make  the  government  a  better  consumer  of  key 
technologies. 
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3.  Corporate  Governance.  Major  changes  are  obviously  transpiring  in  the  relationship  among 
managements,  boards  of  directors  and  shareholders  in  a  number  of  companies.  Continuation  of  that 
process  should  resolve  many  of  the  key  governance  problems.  Companies  should,  however,  also 
begin  preparing  periodic  analyses  of  their  long-term  financial,  strategic  and  organizational  results 
in  relation  to  goals  established  by  management  and  the  board.  These  should  include  non-finandal 
measures  of  long-term  prospects  that  emphasize  intangibles  such  as  worker  training,  quality  of 
product,  research  and  development  and  strategic  positioning  rather  than  relying  solely  on  items 
which  fall  neatly  into  the  traditional  securities  industry's  valuations  of  price/earnings  multiples. 

4.  Public  Infrastructure.  Public  investment  correlates  closely  with  national  productivity  and  yields  high 
returns:  30-40  f)ercent  for  maintenance  of  the  highway  system,  10-20  percent  for  expanding  that 
system  in  congested  areas.  But  such  investments  were  only  half  as  great  in  1990  as  in  1980  and 
were  only  one  quarter  as  great  as  in  Germany.  One  half  of  all  American  roads  were  recently  rated 
"poor"  or  "low/fair."  Highway  congestion  costs  us  an  estimated  $100  billion  annually.  Especially 
needed  are: 

new  intermodal  strategies,  particularly  to  support  a  national  export  effort; 

full  funding  for  the  Intermodal  Surface  Transportation  Efficiency  Act  (ISTEA); 

an  increase  of  $12  billion  in  additional  annual  spending  to  put  our  roads,  bridges  and  mass 
transit  into  good  working  order; 

new  federal  techniques  to  encourage  states  to  maintain  roads  and  bridges,  such  as  bond 
and  grant  covenants  that  incorporate  a  maintenance  schedule;  and 

adoption  of  higher  roadbuilding  standards  (as  in  parts  of  Europe)  and  life-cycle  costing  for 
transportation  design. 

It  is  essential  to  pay  for  all  these  new  programs  responsibly.  In  addition,  the  national  saving  rate 
must  be  increased  substantiallv  to  fund  the  required  increase  in  national  investment.  Since  no  one  has 
been  able  to  devise  effective  policy  proposals  to  increase  private  saving,  the  increased  resources  must  be 
generated  primarily  by  reducing  the  budget  deficit  of  the  federal  government 
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The  CoundJ  supports  the  President's  budget  program  as  a  good  first  step  in  this  direction.  Iffyiy 
implemented,  it  should  generate  an  increase  in  the  national  saving  rate  of  2  1  /2-3  percent  of  GNP.  The 
group  counsels  an  extensive  review  of  the  budget  situation  as  the  President's  four-year  program 
approaches  its  conclusion.  It  suspects  that  substantial  further  cuts  in  the  deficit  may  then  be  required, 
probably  requiring  more  extensive  actions  such  as  reductions  in  non-means-tested  entitlement  programs 
and  institution  of  a  consumption  tax  or  value-added  tax. 

The  Council  is  pleased  to  note  that  some  of  the  proposals  in  its  First  Report  have  already  been 
adOEled,  The  international  Trade  Commission  has  created  an  Office  of  Competitiveness  to  begin 
providing  the  baseline  projections  of  key  American  industries  which  the  Council  views  as  essential  to 
permit  intelligent  responses  to  problems  of  specific  sectors.  The  new  Administration  has  created  a 
National  Economic  Council  to  coordinate  the  several  components  of  the  required  competitiveness 
strategy,  drawing  on  detailed  proposals  from  the  Commission  on  Government  Renewal  that  was  partially 
inspired  by  the  Council.  On  the  other  hand,  there  has  been  no  progress  in  implementing  the  legal 
requirement  that  all  legislative  proposals  carry  Competitiveness  Impact  Statements  and  the  Council 
reiterates  it  recommendation  that  Congress  insist  that  this  be  done. 

The  Council  plans  to  address  five  additional  key  issues  in  1993: 

the  competitiveness  impact  of  alternative  proposals  to  reform  health  care; 

how  to  create  high  performance  workplaces: 

tort  reform: 

capital  allocation:  and 

social  problems  undermining  the  nation's  competitiveness. 

On  the  basis  of  the  detailed  proposals  for  a  comprehensive  strategy  laid  out  in  its  new  report,  the 
Council  now  plans  to  fulfill  the  'competitiveness  ombudsman'  role  called  for  in  its  founding  legislation. 

The  Council's  new  report,  A  Competitiveness  Strategy  for  America,  will  shortly  be  available  at 
Govenunent  Printing  Office  bookstores.  The  eight  subcoundl  reports  are  reprinted  in  a  separate  volume 
which  will  also  be  available  from  the  Govenunent  Printing  Office.  The  Council's  1992  report.  Building 
A  Competitive  America,  can  be  obtained  from  the  Council. 
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Competitiveness  Policy  Council 

Second  Report  to  the  President  and  Congress 

Sununary  of  Recommendations 

The  Competitiveness  Policy  Council  is  a  national  commission  established  by  the  Congress  in  the 
Omnibus  Trade  and  Competitiveness  Act  of  1988.  Its  mandate  is  to  serve  as  a  'national  forum"  and  advise  the 
President  and  Congress  on  improving  the  competitiveness  of  the  United  States. 

The  Council's  membership  is  quadripartite:  three  corporate  leaders  (Rand  Araskog,  CEO  of  ITT,  Jack 
Murphy,  CEO  of  Dresser  Industries;  and  Alexander  B.  Trowbridge,  former  President  of  the  National  Association 
of  Manufactures),  three  labor  union  presidents  (Jack  Barry,  President  of  the  International  Brotherhood  of 
Electrical  Workers;  Al  Shanker,  President  of  the  American  Federation  of  Teachers;  and  Lynn  Williams,  President 
of  the  United  Steelworkers  of  America),  three  high  level  government  offldals  (one  appointment  to  be  made  by 
President  Clinton;  Edward  Regan,  Comptroller  of  New  York  State;  and  William  Graves,  Secretary  of  State  of 
Kansas)  and  three  representatives  of  the  public  interest  (C.  Fred  Bergsten,  Director  of  the  Institute  for 
International  Economics;  Bruce  Scott,  professor  at  the  Harvard  Business  School;  and  Edward  Vetter,  President 
of  Vetter  and  Associates.)  The  President,  the  joint  leadership  of  the  House  and  the  joint  leadership  of  the 
Senate  each  appointed  four  members.  The  group  includes  six  Democrats  and  six  Republicans. 

The  Council  made  its  Rrst  report  in  March  1992,  highlightiiig  the  seriousness  of  the  nation's 
comp>etitiveness  problem,  analyzing  its  underiying  causes,  outlining  possible  responses  without  making  firm 
recommendations,  and  launching  a  process  to  develop  such  recommendations  on  the  basis  of  in-depth  analysis 
of  the  most  important  components  of  the  issue.  The  Council  established  eight  Subcouncils,  as  authorized  in  its 
legislative  mandate,  to  develop  specific  policy  recommendations  in  the  following  areas:  Education,  Training, 
Critical  Technology,  Corporate  Governance,  Trade  Policy,  Manufacturing,  Public  Infrastructure  and  Capital 
Formation.  Over  200  leading  American  representatives  of  business,  government,  labor  and  the  public 
participated  in  the  eight  Subcouncils.  Together,  the  subcouncils  held  over  30  meetings  throughout  the  country, 
preparing  detailed  analyses  and  proposals  that  provided  the  foundation  for  most  of  the  recommendations  that 
the  Council  is  making  in  its  Second  Report  to  the  President  and  Congress. 

The  Council  sets  out  several  goals  in  its  Second  Report; 

1.  The  United  States  should  double  its  growth  of  national  productivity-from  less  than  1  percent  annually 
to  at  least  2  percent  Higher  productivity  is  the  only  way  to  raise  the  national  standard  of  living. 
Meeting  the  target  of  increasing  productivity  growth  by  1  percent  annually  would  raise  family  incomes 
by  one  third  in  a  single  generation. 

2.  The  economy  must  grow  by  at  least  3-3  Jj  percent  annually,  combining  our  targeted  productivity  growth 
of  2  percent  with  the  expected  annual  growth  of  at  least  1  percent  in  the  country's  labor  force,  to  achieve 
and  maintain  full  employment 

3.  We  must  improve  the  quality  of  American  jobs  at  the  same  time  we  preserve  their  quantity. 

4.  Economic  models  show  that  doubling  productivity  growth  will  require  increasing  national  investment  by 
at  least  4-6  percent  of  GDP,  or  about  $300  billion  annually  at  current  prices.  Most  of  the  expansion 
must  come  from  the  private  sector. 

5.  This  increase  in  investment  should  be  financed  domestically.  The  United  States  is  already  the  world's 
largest  debtor  country  and  cannot  prudentiy  continue  to  depend  on  foreign  capital. 

6.  The  national  saving  rate  will  have  to  rise  by  S-7  percent  to  fund  both  the  targeted  increase  in  national 
investment  (4-6  percent)  and  (about  1  percent).  This  would  restore  it  to  the  level  that  prevailed  prior 
to  1973. 
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The  central  thrust  of  our  recommendations  is  a  sharp  increase  in  private  investment  and  a  cutback  in  the  growth 
of  consumption,  especially  by  the  public  sector.  There  is  considerable  overlap  between  the  Council's 
recommendations  and  President  Clinton's  proposals  in  A  Vision  of  Change  for  America.  In  some  cases,  the 
Council's  recommendation  go  beyond  the  President's  program-especially  in  encouraging  private  investment, 
export  expansion  and  education  reform. 

Education 

The  Council  believes  that  the  key  to  improving  American  education  is  the  establishment  of  rigorous 
content  and  performance  standards  along  the  lines  of  the  National  Education  Goals.  Educators  and  technical 
experts  must  develop  assessments  that  are  based  on  these  new  standards.  Schools  and  districts  as  a  whole  must 
be  held  accountable  for  the  progress  their  students  make  in  achieving  them.  We  must  change  expectations  from 
minimum  com{>etency  to  high  achievement  for  both  college  and  work-bound  students.  Our  K-12  students  must 
become  productive  workers  instead  of  entitled  consumers. 

None  of  these  steps  will  succeed  if  students  do  not  assume  responsibility  for  their  own  learning. 
Working  hard  and  achieving  in  school  must  "count"  for  students,  whether  they  go  to  college  or  enter  the  labor 
force  immediately.  We  must  therefore  give  students  a  stake  in  high  performance  through  the  following  steps: 

-  External  assessments,  phased  in  over  a  10-12  year  period,  should  be  given  to  high  school  students 
with  the  results  serving  as  a  major  factor  in  their  qualifying  for  college  and  for  better  jobs  at 
better  wages; 

-  Colleges  and  universities  should  raise  their  admissions  standards,  over  a  similar  10-12  year  period, 
to  reinforce  the  shift  to  higher  standards  in  elementary  and  high  schools; 

-  The  federal  and  state  governments  should  condition  their  assistance  to  higher  education  on 
evidence  that  colleges  and  universities  are  raising  their  admission  standards,  and  they  should  offer 
more  favorable  financial  aid  terms  to  students  who  meet  high  standards; 

-  No  student  who  meets  high  standards  should  be  denied  the  opportunity  for  higher  education  for 
financial  reasons; 

-  Employers  should  be  encouraged  to  review  school  records -including  course  grades,  conduct,  and 
teacher  recommendations-in  choosing  among  job  applicants.  A  new  uniform  transcript,  jointly 
designed  by  employers  and  schools,  should  be  developed. 

Training 

Chir  Training  Subcoundl  made  recommendations  in  four  major  dimensions  associated  with  training. 
The  first  is  continuous  worker  retraining,  or  "lifetime  learning,"  which  could  be  achieved  through  requiring  firms 
to  invest  1 .5  percent  of  payroll  in  training  ("play  or  pay"),  federal  grants  or  training  tax  credits. 

The  second  dimension  is  the  school-to-work  transition.  Our  Subcoundl  recommends  continued 
experimentation  with  different  types  of  school-to-work  transition  programs:  apprenticeship  programs,  compacts, 
cooperative  education,  and  career  academies.  The  federal  government  should  finance  pilot  programs  of  public- 
private  cooperation,  create  a  national  youth  service  corps  as  already  proposed  by  President  Clinton,  and  earmark 
a  portion  of  public  works  funds  for  youth  apprenticeship  programs.  Most  importantly,  as  with  education,  the 
federal  government  should  insist  that  agreed  skill  standards  provide  the  foundation  for  all  these  efforts. 
Secretaries  Reich  and  Riley  have  already  called  for  a  similar  strategy.  President  Clinton's  plan  calls  for  $1.2 
billion  over  four  years. 
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Third,  the  United  States  needs  a  comprehensive  program  to  ease  the  adjustment  process  for  all  workers 
dislocated  by  technological  change,  defense  conversion,  increased  international  trade  flows  and  other  sources  of 
structural  change.  Such  a  program  should  combine  various  aspects  of  existing  programs  with  benefits  that 
include  job  search  assistance,  skills  assessment,  counseling,  referral  services,  adequate  income  support,  payments 
for  retraining  programs  and  extended  income  and  benefit  payments  through  the  training  period.  The  Clinton 
program  calls  for  $4.6  billion  to  develop  this  type  of  program. 

Finally,  we  need  to  better  coordinate  various  worker  training  programs  at  the  local,  state,  and  national 
levels  in  order  to  better  serve  our  training  needs.  A  body  of  experts  should  be  brought  together  to  standardize 
the  myriad  of  current  retraining  programs.  Within  one  year,  the  group  should  submit  specific  recommendations 
for  eliminating  duplication  among  the  125  federal  employment  and  training  programs  currently  spread  across 
14  federal  agencies. 

Technology 

A  major  problem  facing  American  competitiveness  is  the  lag  of  American  firms  in  converting 
technological  advances  into  a  competitive  advantage  in  the  marketplace-the  'commercialization*  of  technology. 
The  Council  recommends: 

1.  Private  sector  R&D  should  be  stimulated  and  expanded  by  implementation  of  a  permanent,  incremental 
Innovation  and  Commercialization  Tax  Credit  (ICTC)  to  cover  R&D  on  process  improvements  as  well 
as  product  development  President  Clinton  has  called  for  a  similar  Research  and  Experimentation  Tax 
Credit  The  Council  recommends  an  additional  25  percent  credit  for  industry^ponsored  university 
research  and,  to  help  overcome  coqx>rate  reluctance  to  test  traditional  antitrust  tenets,  an  additional 
10  percent  credit  for  participation  in  the  first  two  years  of  new  R&D  consortia  registered  imder  the 
Cooperative  Research  Act  of  1984. 

2.  The  government  should  use  defense  spending  reductions  to  reorient  its  own  R&D  spending  from  purely 
military  to  civilian  and  dual  use  R&D.  Defense  research  and  e^q^loratory  development  should  be  kept 
strong  but  the  new  R&D  budget  should  also  emphasize  generic  technologies. 

3.  Some  of  these  funds  should  be  used  to  expand  federal  support  for  cooperative  projects  in  areas  of  strong 
industry-government  mutual  interest  Sftedfic  steps  indude: 

•  Encouraging  ARPA  and  the  military  seniices  to  actively  promote  dual  use  technologies; 

•  Expanding  the  Advanced  Technology  Program  in  the  Department  of  Commerce  to  an  annual 
program  level  of  about  $750  million.  President  Clinton's  plan  calls  for  an  increase  of  $138  million 
in  FY  1994,  rising  to  $680  million  by  FY  1997; 

•  Allocating  10-20  percent  of  the  resources  of  the  multi-program  labs  operated  by  the  Department 
of  Energy,  of  the  NASA  labs,  and  of  selected  EKDD  labs  to  jointiy  planned  and  jointiy  funded 
industry/government  R&D  on  the  basis  of  model  Cooperative  Research  and  Development 
Agreements  (CRADAs)  with  private  firms;  a  similar  initiative  is  outlined  in  President  Clkiton's 
plan; 

•  Modifying  Federal  procurement  rules  to  make  the  federal  government  a  better  consumer  of 
leading  edge  technologies; 

•  Authorizing  ARPA,  the  Department  of  Commerce,  the  National  Institutes  of  Health  and  pertiaps 
others  to  participate  directly  in  the  commercialization  of  technologies  they  have  supported. 
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Trade  Policy 

The  Council  recommends  six  major  initiatives  in  this  area. 

1.  The  new  Administration  should  place  high  priority  on  developing  a  global  growth  strategy  with  our  G-7 
partners,  especially  Japan  and  Germany. 

2.  We  must  aim  to  maintain  equilibrium  exchange  rates.  The  United  States  should  therefore  seek 
agreement  in  the  G-7  on  a  credible  system  of  reference  ranges  as  maintained  during  1987-88. 

3.  The  United  States  must  push  hard -through  multilateral,  regional  and  bilateral  negotiations -to  open 
foreign  markets  to  American  products.  It  is  essential  to  bring  the  Uruguay  Round  to  a  successful 
conclusion.  To  preserve  the  full  benefit  of  a  NAFTA  agreement,  it  will  have  to  contain  strong  provisions 
protecting  the  environment,  labor  adjustment  and  worker  rights.  Bilateral  talks  are  especially  important 
with  Japan,  and  the  Structural  Impediments  Initiative  should  be  revised  and  reinvigorated. 

4.  We  recommend  a  sharp  increase  in  the  quality  and  quantity  of  US  export  credit  programs.  The  annual 
program  level  of  the  Export-Import  Bank  should  be  increased  to  $20  billion. 

5.  US  export  promotion  efforts  should  be  sharply  increased,  focused  and  improved.  Working  within  the 
framework  of  the  new  National  Economic  Council,  the  Trade  Promotion  Coordinating  Committee 
should  streamline  the  150  current  export  promotion  programs  scattered  across  ten  different  agencies. 
A  single  budget  function  for  export  support,  including  export  finance,  should  be  created  and  funding  for 
ejqport  promotion  should  be  doubled  over  the  next  five  years. 

6.  A  major  effort  is  needed  to  eliminate,  or  at  least  sharply  limit,  our  own  export  disincentives  that  block 
billions  of  dollars  of  foreign  sales  by  American  companies. 

Manufacturing 

There  are  three  specific  policy  measures  that  should  be  adopted  to  promote  new  investment,  especially 
in  manufacturing: 

1 .  Establishment  of  an  incremental  and  permanent  Equipment  Tax  Credit  (ETC).  By  limiting  its  coverage 
to  equipment,  and  excluding  plant  and  real  estate  investment,  the  credit  can  generate  much  higher  payoff 
per  dollar  of  tax  expenditure.  President  Clinton  has  proposed  a  similar  incremental  tax  credit  for  all 
businesses  on  a  temporary  basis,  and  for  small  businesses  on  a  permanent  basis. 

2.  The  government  should  authorize  industry  consortia  for  joint  production  as  well  as  research. 

3.  The  tax  code  should  be  modified  to  permit  firms  to  depreciate  manufacturing  process  equipment,  nevAy 
installed  after  the  adoption  of  this  policy,  at  a  rate  such  that  the  "tax  life"  of  the  equipment  would  be 
equal  to  its  "competitive  life." 

PuUic  Infrastructure 

Our  Subcoundl  on  Public  Infrastructure  identified  several  components  of  the  nation's  transportation 
system  that  require  particular  attention: 

1.  Immediate  full  funding  of  the  spending  levels  authorized  in  1991  by  Intermodal  Surface  Transportation 

Efficiency  Act  (ISTEA),  an  increase  of  about  $4  billion  over  FY  1993.  The  Clinton  program  calls  for 
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almost  $3  tnllion  in  additional  spending  in  FY  1993  and  $2.6  billion  above  baseline  spending  in  FY  1994. 

2.  The  nation's  air  traffic  control  rystem  needs  basic  reform.  The  Clinton  program  calls  for  S720  million 
over  four  years. 

3.  Continue  funding  for  emerging  transportation  technologies  -  including  intelligent  vehicle  and  highway 
systems,  high  speed  rail,  and  magnetic  levitation  trains  -  at  their  ISTEA  levels.  This  is  consistent  with 
the  Clinton  program. 

4.  Extend  the  live  of  our  existing  national  roads  and  bridges  and  increase  the  life  expectancy  of  all  new 
construction. 

5.  Over  and  above  ISTEA's  authorized  levels,  aim  to  raise  the  current  level  of  infrastructure  spending  by 
up  to  $12.5  billion.  This  increase  would  includes  $1  billion  for  intermodal  improvements;  $1  billion  for 
bridges;  $U  billion  to  stop  endlessly  deferring  maintenance  on  our  public  transit  systems;  and  $9  billion 
for  necessary  capacity  expansions  and  pavement  repairs  on  the  National  Highway  System. 

6.  The  Federal  Government  should  establifh  a  capital  budget  to  help  rationalize  the  government's 
investment  process  by  distinguishing  clearly  between  current  and  capital  expenditures. 


71 


Competitiveness  Policy  Council 


Appointed  by  the  President: 

Barbara  H.  Franklin  (Government)* 

Secretary 

US  Department  of  Commerce 

Albert  Shanker  (Labor) 

President 

American  Federation  of  Teachers 

Alexander  Trowbridge  (Business) 

President 

Trowbridge  Partners 

Edward  O.  Vetter  (Public  Interest) 

President 

Edward  O.  Vetter  and  Associates 

*  Resigned  as  of  January  20, 1993 


Appointed  by  the  Senate: 

Rand  V.  Araskog  (Business) 
Chairman  and  CEO 
nr  Corporation 

John  Barry  (Labor) 
President 

International  Brotherhood 
of  Electrical  Workers 


Appointed  by  the  House  of 
Representatives: 


C.  Fred  Bergsten,  Chairman 

(Public  Interest) 

Director 

Institute  for  International  Economics 

John  J.  Murphy  (Business) 
Chairman  and  CEO 
Dresser  Industries,  Inc. 

Edward  V.  Regan  (Government) 

Comptroller 

State  of  New  York 

Lynn  R.  Williams  (Labor) 

President 

United  Steelworkers  of  America 


William  Graves  (Government) 
Secretary  of  State 
State  of  Kansas 


Bruce  Scott  (Public  Interest) 
Professor  of  Business  Adminstration 
Harvard  Business  School 


72 

TESTIMONY 
Of 


LYNN  R.  WILLIAMS 
International  President 

UNITED  STEELWORKERS  OF  AMERICA 


REPORT  OF  THE  COMPETITIVENESS  POLICY  COUNCIL 


Before  the 
HOUSE  SMALL  BUSINESS  COMMITTEE 

March  17, 1993 


73 


TESTIMONY 

Ot 

LYNN  R.  WILLIAMS 

International  President 

UNITED  STEELWORKERS  OF  AMERICA 


The  Competitiveness  Policy  Council's  report  represents  an  important 
stride  forward  in  the  country's  effort  to  come  to  grips  with  its  underlying 
economic  problems.   It  is  significant  that  a  group  as  diverse  as  the  membership 
of  the  Council  and  its  Subcouncils  was  able  to  agree  on  such  a  sweeping 
package  of  fundamental  reforms.  This  testifies  to  the  readiness  of  the  country 
for  change  and  confirms  the  wisdom  of  the  Congress  in  establishing  the 
Council  in  the  1988  Trade  Act. 

My  remarks  will  focus  this  morning  on  what  the  Council's 
recommendations  mean  for  people.  Competitiveness  and,  more  specifically,  the 
Council's  overall  goal  of  doubling  labor  productivity  growth  is  the  key  to  the  size 
and  quality  of  life  of  om^iddle  class.  Wage  rates  closely  track  labor 
productivity.  As  real  wages  have  declined  in  the  last  twenty  years,  so  have  the 
fortunes  of  our  middle  class,  and  workers  in  general.   Even  if  their  overall 
standard  of  living  has  not  declined,  working  families  have  found  themselves 
running  and  working  harder  just  to  stay  in  place.  The  key  to  keeping  alive  the 
American  Dream  of  generation-after-generation  increases  in  living  standards  lies 
in  strengthening  wages.  And  the  key  to  higher  wages  lies  in  stronger 
productivity  growth. 

The  Council's  recommendations  aim  to  raise  productivity  growth  by 
improving  the  way  we  outfit  our  workforce  for  economic  competition.   All  of  our 
recommendations  have  one  thing  in  common:  they  leverage  the  capabilities 
and  increase  the  value  of  American  labor. 

Our  strategy  listed  a  number  of  basic  principles  among  which  was  the 
realization  that  unions,  as  the  workers'  own  organizations,  must  be  enlisted  as 
full  participants  in  developing,  designing,  and  bringing  about  a  new  culture  of 
workplace  organization  and  human  resource  development.  Where  a  workplace 
environment  is  soured  by  an  anti-worker-organization  attitude,  it  is  difficult  to 
envision  the  commitment  to  substantive  changes  which  our  report  recommends. 
Indeed  the  systemic  changes  inducing  a  transformation  of  the  education  and 
training  of  workers,  a  key  to  competitiveness  in  the  global  economy,  recognizes 
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that  public  and  private  resources  will  more  effectively  be  deployed  if  we  build 
real  partnerships  between  business  and  labor. 

Perhaps  the  recommendations  with  the  most  immediate  effect  on 
American  workers  are  those  in  the  area  of  Training.   As  Chairman  of  our 
Training  Subcouncil,  I  would  like  to  take  a  few  minutes  to  focus  on  these 
proposals.   I  have  already  mentioned  the  central  statistic  that  real  wages  in  the 
United  States  have  been  declining  for  twenty  years.   But  this  overall  trend 
masks  the  fact  that  the  drop  has  been  far  faster  for  the  bottom  two-thirds  of 
wage  earners.   Since  1979,  the  share  of  full-time  workers  earning  poverty  level 
wages  has  jumped  by  more  than  50%.  As  a  result,  the  gap  between  rich  and 
poor  has  been  growing;  it  is  greater  today  for  American  males  than  at  any  point 
since  1940. 

Employees  without  college  degrees  have  borne  the  brunt  of  these  trends. 
Only  college-educated  workers  have  increased  incomes  since  1979,  everyone 
else's  have  fallen,   in  short,  we  have  created  two  wage  tracks:   high  incomes 
and  great  opportunity  for  those  able  to  get  a  good  education;  low  wages  and 
limited  opportunities  for  the  75%  of  high  school  students  who  will  not  graduate 
from  college. 

Our  competitors  invest  substantially  more  to  develop  the  skills  of  their 
workers,  particularly  those  of  non-college  graduates.  Two  thirds  of  the  German 
workforce  have  completed  an  extensive  apprenticeship  program  compared  to 
less  than  two-tenths  of  one  percent  in  the  United  States.  Japanese  firms  put 
secondary  school  graduates  through  intensive  training  programs  which  are  just 
the  beginning  of  a  lifetime  of  work-based  learning.  Overall,  the  United  States 
spends  0.17  percent  of  GDP  on  employment  and  training,  while  France  spends 
four  times  as  much. 

There  is  no  optimal  amount  of  national  investment  in  workforce  training 
which  will  guarantee  substantially  higher  productivity.  However,  it  is  clear  that 
the  United  States  is  underinvesting.  In  both  Germany  and  Japan,  the  bottom 
two-thirds  of  wage  earners  have  boosted  productivity  faster  than  their  American 
counterparts,  in  turn,  this  has  contributed  to  stronger  wage  growth  and  more 
equitable  income  distribution.  America  must  respond  to  this  challenge. 

For  these  reasons,  the  Training  Subcouncil  has  proposed  reforms  in  four 
main  areas: 

1.   Building  a  better,  more  streamlined  training  system. 

The  General  Accounting  Office  has  determined  that  there  are  125 
different,  often  poorly  coordinated,  federal  employment  and  training  programs 
administered  by  no  less  than  14  agencies.  The  Council  recommends  creation 
of  a  network  of  local  human  resources  development  boards  to  serve  as  "one 
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stop  shopping"  for  people  seeking  training  services.   National  occupational  skill 
standards  should  also  be  established  to  focus  the  training  efforts  of  both 
students  and  employers.  The  United  States  is  the  only  industrialized  nation 
without  a  formal  system  for  developing  and  disseminating  skill  standards. 

2.  Encouraoino  continual  skills  uooradina  on  the  job. 

Many  obstacles  prevent  firms,  especially  small  and  medium  sized 
enterprises,  from  investing  more  in  the  development  of  their  workers.  Two  of 
the  biggest  are  concerns  about  employee  turnover  and  cost.  The  Subcouncil 
identified  two  options  to  help  overcome  these  hurdles: 

a)  institute  a  1 .5%  of  payroll  training  guarantee  which  would 
require  firms  with  at  least  50  workers  to  invest  1 .5%  of  payroll  in 
developing  the  skills  of  their  employees,  or  pay  the  equivalent  into 
a  national  training  fund;  and 

b)  create  a  program  of  training  grants  for  firms,  unions  and 
consortia,  coordinated  with  existing  state  modernization  and 
customized  training  programs  and  financed  through  general 
revenues  or  a  very  small  payroll  tax. 

In  addition,  individual  workers,  like  firms,  face  obstacles  to  skills 
upgrading.   Present  federal  efforts  on  their  behalf  are  limited.  One  problem  is 
the  narrowness  of  the  tax  deduction  for  "job-related"  training  expenses.  The 
"job-related"  requirement  benefits  managers,  with  their  broadly  defined  job 
descriptions,  and  discriminates  against  front-line,  shop  floor  workers. 
Therefore,  the  Subcouncil  proposed  broadening  the  tax  deduction  to  include 
skills  which  will  promote  long-run  employment  security. 

3.  Inteorating  school  and  work  for  hioh  school  students. 

A  third  of  our  high  school  graduates  drift  for  over  a  decade  between  jobs 
having  little  career  potential.  At  the  same  time,  our  employers  lament  the  lack 
of  qualified  young  workers.  The  Subcouncil  endorsed  a  range  of  efforts  to  help 
communities  strengthen  their  school  to  work  transition  programs,  including  the 
provision  of  incentives  to  employers  and  unions  to  participate  in  apprenticeship 
and  other  programs,  creation  of  a  national  youth  service  corps,  and  allocation 
of  a  small  portion  of  federal  economic  revitalization  and  public  works  funding  to 
youth  apprenticeship. 

4.  Strengtheninq  the  capacity  of  workers  to  adapt  to  change  bv 
providing  generous  dislocated  worker  assistance. 

The  Subcouncil  recommended  the  creation  of  a  comprehensive  worker 
adjustment  program,  backed  by  secure  and  adequate  funding.  The  program 
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should  offer  improved  job  search  assistance,  adequate  income  support  during 
longer  term  retraining,  a  wage  supplement  to  help  workers  return  to  work  faster 
without  suffering  severe  income  drops  and,  in  the  absence  of  universal  health 
insurance,  some  degree  of  interim  health  care  coverage. 

The  challenges  of  dislocation  can  not  be  avoided,  nor  should  workers, 
firms  and  society  bear  the  substantial  costs  of  job  losses.  We  have  proposed 
in  our  Subcouncil  report  that  Congress  and  the  Administration  take  a  dramatic 
step  fonward,  enhancing  the  benefits  available  to  dislocated  workers,  among 
which  is  the  income  support  feature  of  Trade  Adjustment  Assistance  which  is 
essential  for  longer  term  training.   With  the  possible  advent  of  a  NAFTA 
settlement  and  a  new  GATT  agreement,  the  features  of  TAA  need  to  be 
upgraded  and  its  scope  expanded  to  include  at  least  those  affected  by 
environmental  requirements  and  defense  down-sizing. 

Another  area  which  has  a  strong  bearing  on  the  productivity  of  our 
workforce  is,  of  course,  our  educational  system.   I  would  like  to  highlight  some 
of  the  recommendations  made  by  our  Education  Subcouncil,  which  was  chaired 
by  Albert  Shanker,  President  of  the  American  Federation  of  Teachers. 

1)  Develop  high  standards  for  what  students  should  know  and  be  able 
to  do  in  order  to  be  prepared  for  democratic  citizenship,  higher  education  and 
productive  employment.   Then  test  them  on  it. 

The  Subcouncil  reached  the  conclusion  that  curriculum  content  and 
student  performance  standards  represent  the  central  issue  in  education  policy. 
Every  one  of  the  world's  highest  achieving  school  systems  makes  clear  its 
expectations  for  schools,  school  staff,  teacher  education  and  for  how  education 
resources  ought  to  be  deployed.  We  in  the  United  States  do  not.   Every  one  of 
these  other  school  systems  also  administers  external  student  tests  that  are 
based  on  its  education  content  standards  and  curricula  and  for  which  students 
can  and  must  prepare.  We  do  not.  This  is  part  of  the  reason  why  our  students 
trail  in  many  international  educational  comparisons. 

2)  Develop  the  capacity  of  schools  to  help  their  students  meet  high 
standards  by  ensuring  that  they  have  the  flexibility,  expertise  and  resources  they 
need  to  do  so.   Flexibility  requires  substantial  deregulation  of  schools  by  all 
levels  of  government. 

3)  Develop  a  system  of  accountability  for  schools  that  uses  student 
achievement  on  performance  tests  to  signal  the  need  for  external  intervention. 

In  general,  the  Education  Subcouncil  was  reluctant  to  propose  specific, 
sweeping  programmatic  changes.  The  last  thing  our  100,000  diverse 
elementary  and  secondary  schools  need  is  another  one-size-fits-all  set  of 
federal  reforms.   Instead,  the  Subcouncil  offered  a  framework  for  reform,  leaving 
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specific  tactics  to  the  appropriate  levels  of  government  and  institutions.   In 
essence  the  framework  is:   adopt  high  standards;  develop  the  capacity  of 
schools  and  students  to  meet  them;  and  hold  the  school  system  and  students 
accountable  for  the  results. 

Finally,  I  would  like  to  say  a  word  or  two  on  the  subject  of  the  budget 
deficit.  As  President  of  the  United  Steeiworkers  of  America,  I  see  deficit 
reduction  as  a  means  to  the  end  of  boosting  capital  investment,  not  as  an  end 
in  itself.   That  is  why  1  support  the  Council's  deliberate  and  balanced  proposal 
to  implement  immediately  a  program  to  cut  the  deficit  in  half  over  four  years 
and  to  perform  a  mid-course  review  before  deciding  how  far  to  go  in  the 
second  stage  of  deficit  reduction.   I  am  not  convinced  that  moving  more  rapidly 
to  budget  surplus,  as  suggested  by  some,  is  necessary  to  raise  national  saving 
and  investment.   In  fact,  it  might  hurt  saving  and  investment  by  undermining 
economic  growth. 

Conclusion 

The  Council's  report  attempts  to  indicate  how  government  policy  could 
improve  our  international  economic  competitiveness  and  standard  of  living.   I 
believe  these  recommendations  could  form  the  basis  of  a  successful  economic 
strategy  for  the  United  States  over  the  course  of  the  next  generation. 
Something  like  this  program  could  help  extend  the  American  Dream  and 
maintain  our  standing  as  the  world's  preeminent  economic  power  well  into  the 
next  century. 


Thank  you. 
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